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Why No Permanent Low-Rent Housing 
Program in the United States? 


By JULIUS FLEISCHMANN* 


perience has shown, that the way 

out of depression is dependent to 
a large extent on a huge building pro- 
gram. Since the building industry is a 
key industry in the economic life of 
every country, housing is one of the 
best ways to create employment. Build- 
ing contracts may be awarded in the 
usual way with free competition among 
contracting firms. Therefore, housing 
must be recognized as materially differ- 
ent from the usual type of governmental 
public works which everywhere prove 
more expensive than private enterprise. 
Already there is a shortage of up-to-date 
dwellings at low rentals, not only in 
large cities but also in smaller towns. 
Furthermore, hundreds of thousands of 
families are living in obsolete quarters 
ripe for demolition. Statisticians have 
assembled figures for the next years, 
showing a shortage of dwellings going 
into millions. 

As these facts are generally known, 
itis hardly comprehensible that no per- 
manent housing program, independent 
“* Doctor of Political Economy, University of Freiburg. 


k UROPEAN, especially English ex- 


of all emergency measures, has as yet 
been developed. For several years vari- 
ous federal agencies have been active 
in housing; very expensive experiments 
have been made; but no general recog- 
nized plan has been worked out so far. 
With good reason President Roosevelt 
asserted some time ago that no housing 
program can be enacted as long as the 
experts are of so diverse opinions. 

What is the conception of a housing 
program? It does not mean a number 
of one-family houses built for commer- 
cial sale or apartment houses rented on 
a profit basis. It means units of hun- 
dreds, even thousands, of dwellings tak- 
ing the form of row or apartment houses, 
built in one community after one plan, 
owned by the same body, and rented on 
a non-profit basis. Only a few of these 
large-scale housing units are in existence 
in the United States in contrast to Eng- 
land, Germany, and other European 
countries. 


Government Aid Necessary 


Low-rent housing cannot be accom- 
plished without governmental financial 
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support. This support is necessary in 
two directions. The rent not only de- 
pends on total cost (land cost and con- 
struction cost) but also on the interest 
rate of the mortgage. In order to pro- 
vide lower interest rates than those pre- 
vailing in the private market, the govern- 
ment has to provide the mortgage loans. 
Still that is not sufficient. It is com- 
paratively easy to obtain 60% of the 
total cost of a building as a first mort- 
gage. But even private builders seldom 
possess an equity as great as 40%. 
Prospective owners of large housing 
units cannot contribute an equity of 
much more than 10% of total cost. To 
furnish the missing 30%, especially at 
the same low interest rates as the above 
60%, should be the second part of gov- 
ernmental financial support. The Fed- 
eral Government through a special 
agency would have to lend for low-rent 
housing one mortgage of approximately 
90% of total cost. 

These loans ought to be given only 
on a self-liquidating basis. The housing 
bodies should pay as interest and amor- 
tization returns on these loans at least 
the same amounts (and an additional 
amount for administrative fees and 
possible losses) as the Government re- 
quires for interest and amortization of 
its bonds. The housing bodies can pay 
these returns while being operated in 
the same manner as privately owned 
housing. In this scheme no subsidy is 
to be paid out of budget receipts. The 
Federal Government and the taxpayers 
would not be burdened with expendi- 
tures caused by low-rent housing. Every 
one who does not oppose governmental 
participation in housing on principle 
must admit that such governmental 
support is financially sound and can be 
extended on a large scale for an un- 
limited number of years. Yet strong 
opposition is coming from real estate 


owners who fear that low-rent housing 
projects will draw away their tenants. 
This may be true to a certain extent, 
but would it not even be desirable to 
have up-to-date housing available at 
the same rentals paid for old fashioned 
tenements in slum areas? There would 
be no serious competition to privately 
owned apartment houses of later date 
with modern improvements, if only 
those applicants for low-rent housing 
developments are selected who cannot 
afford the much higher commercial rent. 


Experience with Limited Dividend 
Corporations 


The Federal Government took an 
excellent first step toward financing 
low-rent housing on a self-liquidating 
basis. It granted loans of nearly 90% 
of total cost to a few limited-dividend 
housing corporations, but the result was 
apparently very discouraging. These 
corporations had to charge rents of $11 
per room per month and more to cover 
all their expenses. Such a rent cannot 
be met by families of low income. 

What is the reason for these rentals? 
Some figures are necessary to clear the 
errors and confusion of the actual fed- 
eral housing policy. One of the seven 
limited-dividend housing corporations 
which received a loan from the Housing 
Division of the P.W.A. was the Hillside 
Housing Corporation in New York City 
(Borough of the Bronx). One thousand 
four hundred and sixteen apartments 
with 5,329 (renting) rooms have been 
erected on vacant land. The total cost 
amounted to $5,717,871; cost of the 
land was $468,481, or 8.2% of total cost, 
a normal proportion. The federal loan 
was $5,060,000 at an interest rate of 
4%; 88.4% of total cost. The average 
rent of $11 per room per month has been 
calculated to yield the following income: 
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329 rooms x $11 x 12 months. . .$703 ,428 
2 5% vacancy allowance 
Total Income 


$668 ,257 


The annual charges are estimated as 
follows: 


4% interest on loan of 
$5,060,000. . .. 

1.5% amortization of 
$coGep00.......... 


75900 $278,300 


Property tax (estimated) 

Operating expenses (including 
steam, hot water, maintenance, 
management) at $40 per (con- 
struction) room per year (4,948 
x $40)... .: 

Federal income tax (estimated). .. 

Insurance and miscellaneous 

Dividends on stocks and surplus. . 


9 ,000 
61,537 


Total Charges 


These figures may be used to show 
how a reduction of annual charges and 
therefore a reduction of rentals could be 
accomplished. 

First, consider the interest charges of 
4% on the loan. Federal bonds are issued 
with an interest rate of 3%, even less. 
A margin of 1% for administrative fees 
and possible losses seems too high; 1% of 
1% may be sufficient. Interest charges 
($202,400 in the above calculation) 
could thus be reduced to 3%% of 
$5,060,000, or $177,100, yielding a sav- 
ing of $25,300 in the interest item. 

As to amortization of the loan, the 
percentage to be applied depends on 
the rate of depreciation of the building. 
The amount of the loan ($5,060,000) 
does not differ much from the building 
cost ($5,249,390); therefore, deprecia- 
tion and amortization can be completely 
or nearly identical. The lifetime of well 
constructed housing is supposed to be 
$o years. After the expiration of this 
period the building must, of course, be 
written off and the loan paid. Amortiza- 
tion may be calculated in either of two 
ways. One is the payment of a fixed 
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annuity each year until the mortgage 
matures. A mortgage at 3% -interest 
(the additional 1% of 1% is for fees and 
loss reserves) and 114% amortization, 
or 444% annuity, will mature after 37 
years; 47 years are required at 3% 
interest and 1% amortization, or 4% 
annuity. 

Amortization of mortgages through a 
fixed annuity is suitable for home owner- 
ship, but not for rented housing. Here 
it is advantageous to diminish the prin- 
cipal permanently by annual amortiza- 
tion with the same amount. This leads 
at the same time to diminishing interest 
payments from year to year. The build- 
ings become older, need more repairs, 
have more vacancies because of less 
attractive features. Savings in interest 
payments not necessary for other pur- 
poses could increase the reserves of the 
corporation. To pay off the $5,060,000 
loan in 50 years, the annual amortiza- 
tion has to be 2% (or $101,200) instead 
of 11%4% or $75,000 as given in the rent 
calculation. 

To cover the increased amortization 
of $25,300, the savings in interest, which 
are the same amount, have to be applied. 
Interest and amortization as a total sum 
of $278,300 thus have to remain un- 
changed. 

Second, consider the taxes. It does 
not make sense when the Federal Gov- 
ernment with one hand gives a housing 
loan to reduce rents and with the other 
levies an income tax on the corporation. 
Every limited-dividend housing corpora- 
tion should be exempt from federal and 
state corporation income and other taxes. 
The amount of $16,500 in the rent cal- 
culation, corresponding to $0.26 per 
room per month, could thus be omitted. 

Another much bigger tax item in the 
rent calculation is the property tax 
which goes to the City of New York. 
The $105,000 property tax is higher than 
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a 2% interest rate on the loan of $5,- 
060,000. If a city really wants modern 
housing at low rentals for its population, 
it must be satisfied with the land tax 
and drop the tax on buildings. This 
has been done in previous years to en- 
courage private builders. Government 
housing is completely tax-exempt; why 
not the buildings of limited-dividend 
corporations? Even with a housing pro- 
gram continued over a period of years, 
the number of dwellings erected with 
government support would be only a 
small proportion of those now existing. 
As the city collects the land tax, the 
amount given up by tax-exemption of 
the buildings would not be a great loss 
to the city budget. The land tax for 
Hillside can only be estimated, because 
the assessed value of the land is un- 
known. In taking its book value of 
$468,481 at the full tax rate of .027, 
the land tax would amount to $12,650. 


If, instead of the entire property tax of 
$105,000 in the rent calculation, only 
the land tax estimated at $12,650 would 
have to be paid, there would be a saving 
of $92,350, ala to $1.44 per 
room per month. 

Third, consider the vacancy allow- 


ance. The amount of $35,171 is too 
high. As a result of the relatively low 
rentals in Hillside and other limited- 
dividend projects, the structures are 
almost 100% rented. Instead of $35,171 
for vacancy allowance, an amount of 
about 2%% of the rental income 
($15,000) would be sufficient, resulting 
in a saving of $20,171, or $0.32 per 
room per month. 

Table I shows the rent calculation 
after reduced taxes and vacancy allow- 
ance have been inserted. 

Instead of $11.00, the rent would be 
$8.98, or in a round sum $9.00 per 
room per month. 

Such a reduced rent is still an eco- 
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TaBLE I. ReviseD RENT CALCULATION 








Saving per 
Room per 


Month 


Item Amount 





Interest and amortization on 
loan (unchanged) 

Property tax (reduced) 

re expenses 
(unch anged) 

Federal income tax (omitted).. 

Insurance and miscellaneous 
(unchanged) 

Dividends on stocks and sur- 
plus (unchanged). . 

Vacancy allowance (reduced).. 


Tee | Renee Ree aimee hr 


$278 , 300 
12,650 


197,920 


61,537 
15,000 











$574,407 





nomic rent covering all expenses, in- 
cluding full interest and amortization 
returns. Thousands of families in New 
York and other large cities who are now 
paying $15 and more per room per 
month would be only too glad to move 
into such apartments. 


Selection of Tenants 


It should be perfectly clear at this 
point that a relation of tenant income 
to rent must be firmly established and 
as rigidly enforced as possible. As a 
general rule, % of the family income 
is accepted as the proper amount to be 
allowed for rent. Strict observance of 
this principle would mean that no tenant 
would be admitted to a government- 
supported housing project whose ac- 
knowledged annual income exceeds five 
times the annual rent. This principle 
has not been observed in the renting of 
Hillside apartments; nor at Knicker- 
bocker Village and Boulevard Gardens, 
two other projects opened sometime 
ago and financed with federal loans. 

The New York State Board of Hous- 
ing has undertaken the difficult task of 
examining in these three projects the 
tenants’ income and its relation to the 
rent they pay. In the report for 1936 
the Board gives very interesting figures 
for 3,723 families: 600 spend less than 
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16%, 998 spend 16-20%, 1,457 spend 
20-26%, 402 spend 26-30%, and 266 
spend more than 30% of their income 
for rent. The Board has directed the 
corporations to eliminate gradually from 
these projects all families whose annual 
income exceeds five times the annual 
rent. The Board recognizes that an 
effective solution of this problem is 
essential to any sound housing policy. 

How much more difficult, however, 
will be the selection of tenants when 
rentals are much less than $11 per room 
per month. The greater the amount a 
family can save in getting a modern 
apartment at an extraordinarily low 
rental, the greater is the danger of 
“chiseling.”” Some of these frauds could 
be prevented by a penalty on use of 
false income statements in applying for 
an apartment erected with government 
support. But even though the greatest 
care be taken in selection of applicants, 


incomes are bound to change subse- 
quently. It would be too complicated 
to make an annual income survey of 


thousands of tenants. Nor would the 
corporations care to remove tenants who 
have met their obligations regularly, 
simply because of too high income. 
They would have to meet expenses for 
renovation and perhaps losses from 
vacancies. In order to escape all these 
difficulties, the margin between com- 
mercial and non-profit rent of dwellings 
of the same type should not be too large. 


Trend of Government Policy 

But rent calculations like the pre- 
ceding ones, as well as contemplation of 
the dangerous consequences of very low 
rents, have been completely disregarded 
in the evolution of the federal housing 
policy. In the meantime, socially 
minded housing advocates with little 
financial understanding have succeeded 
in dominating and diverting this policy 
in an entirely different direction. The 
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ideas of these housing advocates are 
similar to those expressed in a report 
of the National Housing Conference, 
submitted sometime ago to President 
Roosevelt. The author, Evans Clark, 
economic adviser to the New York 
Housing Authority, asserted: 


“At the present time about 18 millions of 
families in America or 60% of the nation 
have incomes of not more than $1,000 a 
year. This means that they can spend only 
$200 to $250 a year for rent. But taking 
the country as a whole, at least $314 per 
year is necessary to provide a family of five 
with 3% rooms of decent and sanitary 
quarters at an average of $7.50 per room per 
month. By universal admission there must 
be therefore partial public financial support 
— a threatening social and economic 
evil. 


Others go farther and demand that 
rents have to be brought down to an 
average of $6 per room per month, to 
be available for this 60% of the nation’s 
population. These average rents of $6 
to $7.50 apply not only to metropolitan 
areas but also to smaller cities and 
towns. Only in the largest cities is there 
a need for apartment houses equipped 
with central heating plants, refrigera- 
tors, incinerators, etc. But even these 
cities have outskirts, where land is less 
expensive and where row houses with- 
out central plants could be economically 
built. The result would be a reduc- 
tion of total costs and an even more 
remarkable reduction of rents, because 
operating expenses are much lower with- 
out a central plant. In smaller cities, 
a 4- to 5-room one-family house includ- 
ing land does not cost much more than 
$2,500 under large-scale production 
(even less in the South) and can be 
rented for about $25 a month or $5 per 
room per month and less. These houses 
would require no subsidies—only tax- 
exemption for the buildings and 
perhaps not even that—and would 
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satisfactorily meet the demands of 
any social housing advocate. 

But these people are speaking of the 
whole country with their eyes on New 
York, Chicago, Philadelphia, etc., where 
most of them live. But how is the 
American population distributed? 

12% live in 5 metropolitan cities, each with 

a population of 1,000,000 or more 
23% live in 186 large cities, each with a 

population of 50,000 to 1,000,000 
21% live in 2,974 small cities, each with a 

population of 2,500 to 5,000 
44% live in 13,443 villages and on millions 

of farms 


A Broader Base Is Needed 


A far-sighted housing policy would 
emphasize new construction in places 
where a one-family house with a small 
garden does not cost much more than 
one room in a metropolitan area and 
where real low-rent housing can be 
achieved without subsidy. Smaller 
cities have the same need for modern 


dwellings at low rentals as do the larger 
ones. Possibly thousands of inhabitants 
of overcrowded large cities would move 
to smaller cities if they could get modern 
dwellings at low rentals and make a 


decent living there. Possibly many 
industrial plants would leave large cities 
if low-rent housing for their employees 
were provided elsewhere. Cooperation 
with such organizations as the United 
States Chamber of Commerce could con- 
tribute to a more balanced distribution 
of industry and population and at the 
same time initiate the building boom 
which is so essential to recovery. 

But even in places where conditions 
for low-rent housing are ideal, there will 
not be much local initiation. Practical 
experience shows strong resistance by 
property owners who fear competition 
and by real estate brokers who cannot 
make commissions on this kind of hous- 
ing. It seems too bad that these groups 
so often dominate city governments. A 
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tremendous amount of educating needs 
to be done to stimulate the interest of 
smaller cities in housing. 

Nevertheless, apartment-house con- 
struction in metropolitan areas for low- 
wage earners cannot be neglected. How 
shall reduction of the non-profit rent to 
an average of $6 per room per month 
be effected? In no case through a 
capital subsidy in form of an outright 
grant, but only through an interest 
subsidy or a rent subsidy. Interest 
subsidy means a government contribu- 
tion to the housing body to reduce all 
its rents, whereas a rent subsidy, such 
as I would visualize, means contribu- 
tions to individual tenants. Rent sub- 
sidies are a matter of local welfare; they 
are more economical than capital or 
interest subsidies, as well as more efh- 
cient. Not only average families with 
a steady low income are to be assisted, 
but also large families with a steady 
income and families of every kind with 
no steady income or no income. 

But individual local rent subsidies do 
not correspond to the demands of social 
housing advocates. The Federal Gov- 
ernment has to give capital subsidies, 
outright grants amounting to at least 
30% of construction cost. Little atten- 
tion has been paid to how the money 
for these subsidies shall be raised by 
the Federal Government. More radical 
housing reformers would employ these 
subsidies as a means of redistributing 
income and wealth. The wealthy citizen 
has to be taxed especially in order to 
provide housing subsidies for the poor. 
Such ideas have nothing at all to do with 
the housing problem. They give it the 
aspect of a radical movement and have 
already done much harm. 


Slum Clearance 


So far the question of slum clearance 
has not been touched. In every larger 
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city throughout the world are thousands 
and thousands of obsolete dwellings unfit 
for human habitation. Such areas are 
an actual economic as well as a social 
liability. Each year enormous sums are 
spent for police, fire protection, and 
health in these areas, greatly out of 
proportion to that spent in other sections 
of the city. The cost of sweeping these 
slums away would not be an undue 
burden on the city budget in view of 
the present annual outlay which only 
perpetuates such conditions. From 
aesthetic considerations alone the cities 
should be ashamed to carry such ugly 
blotches year after year in the face of a 
technological advance which can pro- 
duce homes of strength and beauty. 


At present there are only a few slum 
clearance projects. One of them is the 
Knickerbocker Village in New York 
City (Borough of Manhattan), a limited- 
dividend housing corporation contain- 
ing 1,593 dwelling units. Although the 
building is tax-exempt, rents per room 
per month average $12.50, which is 
prohibitive for people of small income. 


This rent results from the following 
figures: 


$3 »250 ,400 
$6 ,212 ,500 


Land cost 
Building cost 


$9 ,462 ,900 


Total cost 


The Reconstruction Finance Corpo- 
ration has granted to this project a 
loan of $8,075,000 at 4% interest, the 
only example of an R.F.C. loan for 
housing. 

In this slum-clearance project, cost 
of the land is almost 30% of total cost, 
whereas for the previously mentioned 
Hillside Housing Corporation where 
vacant land was used, this proportion 
is less than 10%. It is very interesting 
to compare other data for both projects: 
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Land Cost 
per Room 


Total Cost 


per Room 


Construc- 
tion Cost 
per Room 





Hillside Housing 
Corp $1,060.91 

Knickerbocker 
Village........ .'$1,186.95 


$ 94.68 


$621.02 


$1,155.59 
$1,807.98 














The construction costs do not differ 
very much. The great disparity appears 
in land costs. To achieve rents of about 
$9.00 per room per month it is necessary 
that land costs do not far exceed 10% 
of total cost. That means that 2% 
million dollars should be removed from 
the rent calculation at Knickerbocker 
Village and be given as an outright grant 
or at least as a non-interest-bearing loan. 
But who shall grant this subsidy? Not 
the Federal Government. If a city 
decides to rid itself of slums and save 
itself the expenses of maintaining these 
areas, the financial responsibility as well 
as the responsibility of planning should 
fall on the city. But slum clearance 
cannot be done hurriedly on a large 
scale. Housing on vacant land, in the 
city or outside, must be built first to 
rehouse slum dwellers. When there is 
enough new housing at low rentals, the 
slums may depopulate themselves. To 
press this movement the city should 
condemn all dwellings unfit for human 
habitation. The owners of these proper- 
ties must continue to pay their property 
taxes. To save these taxes, they will 
be forced either to demolish their houses 
or to sell the entire property to the 
city at a reasonable price. Furthermore, 
it is very doubtful from the standpoint 
of city planning whether all these slum 
areas should be rebuilt with apartment 
houses at low rentals. Slum areas are 
generally located in the oldest sections 
of cities where open space is scarce. In 
many cases demolished slum houses will 
not be replaced by residential building. 
Such planned slum clearance would 
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advance at a slow pace, but more effec- 
tively and much less expensively than 
through heedless purchase of slum areas, 
demolition of buildings, and rebuilding. 

Another slum-clearance project in 
New York City, called First Houses, 
was erected by the New York Housing 
Authority and contains 122 apartments. 
The rent is only $6.05 per room per 
month, because the rent covers only 
interest and amortization on a land cost 
of about $215,000 and operating ex- 
penses. Money for construction was 
granted by the W.P.A. for which no 
interest and amortization charges are 
made. The exact amount is not pub- 
licly known, but estimates range to 
about one million dollars. In conse- 
quence, the taxpayer has to subsidize 
each of the 122 tenants by an amount 
at least equivalent to the monthly rent 
actually paid. What fantastic sums 
would be necessary to replace the other 
500,000 slum dwellings in Manhattan, 
Brooklyn, and the Bronx in the same 
manner! Nevertheless, in a pamphlet 
published by the New York Housing 
Authority which brings out every detail 
of the set-up of First Houses except the 
exact building costs granted by W.P.A., 
Mr. Langdon Post, chairman of the 
Authority has written as the first 
sentence: 

“The opening of First Houses is the answer 
in brick and mortar to the question, is it 
possible to clear slums and rehouse the 
people who live there? This is the 
answer to the doubting Thomasses who 
make it their business to point out why you 
cannot do something rather than how you 
can, 

Now Mr. Post and his slum-clearance 
committee recommend a _ long-range 
housing program involving the expendi- 
ture of approximately 1% billion dollars 
over a period of some 10 years which 
would result in ultimate clearance and 
rebuilding of New York City’s extensive 
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slum and blighted areas. Asa first step 
in this long-range program, the com- 
mittee urged the expenditure of $150,- 
000,000 to provide low-rental apart- 
ments for approximately 31,000 families 
at rentals ranging from $4.50 to $7 per 
room per month. Of course, the Federal 
Government must furnish the money 
without interest, receiving only an amor- 
tization of 2% extending over 50 years. 
The Federal Government, to which this 
plan was presented, did the only reason- 
able thing; it rejected the proposal. 
However, in the Authority’s recent 
annual report, this comment appears 
on the fate of the plan: “It was not 
adopted by the Federal Administration, 
it must nevertheless form the basis of 
action toward re-housing during the 


yp? 


coming decade! 

But did First Houses at least rehouse 
the tenants of the former slum houses? 
Who are the 122 happy families who 
were admitted to these model apart- 
ments? The previously mentioned 
pamphlet of the New York Housing 
Authority has a special chapter: “How 
the tenants were chosen!’ Within two 
weeks of the announcement that appli- 
cations would be accepted 3,000 had 
filed and it was necessary to put a stop 
to them. ‘The Authority’s management 
committee decided on the following pro- 
cedure: Those living or working in the 
district and earning from four to five 
times the rent and having families of a 
size suited to the project (most of the 
apartments were three rooms) were 
marked for investigation, the remainder 
being held ineligible.” In other words, 
a family had to have a steady income of 
70 to go dollars a month, not more, but 
not less. Those excluded were unem- 
ployed families and families with no 
steady income or an income of less than 
$70 a month. 
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“The successful applicant had more than 
$1,000 insurance but no more than $3,000 
and a savings account of not less than $100 
and not more than $1,000, he had been 
steadily employed for one year and more 
and had a more or less stable income . . . 
All but one family among the successful 
applicants were residents of the lower East 
Side and only six families lived on the site 
of the project. This is explained, however, 
by the fact, that the old buildings were so 
dilapidated that except for two or three 
houses, they were practically untenanted.” 


As to given statistical figures, in every 
apartment lives a family consisting of 
two adults with steady employment and 
regular income and usually not more 
than one child. Thus First Houses 
lodge only a restricted and rather se- 
cured group of low-wage earners, dis- 
ciples of birth control. This project is 
not only unsound from the financial but 
also from the social standpoint. 

When once the principle of self- 
liquidating, low-rent housing is aban- 
doned, no wonder many expensive frills 
are introduced. All these low-rent 
housing projects are equipped with 
community rooms, playgrounds, nursery 
schools, kindergartens, etc. These facili- 
ties are desirable; they make a housing 
development more attractive, and it is 
much easier for residents to become 
acquainted with one another. The 
tenants are not inclined to move as 
often as they do in commercial housing. 
But in a self-liquidating, low-rent hous- 
ing project the management must esti- 
mate carefully how much can economi- 
cally be spent for these social purposes. 
Then the total amount must be included 
in the rent calculation and be paid by 
each tenant as an addition to his rent; 
25c per room per month would seem to 
be the upper limit. The management 
will then try to cover as nearly as 
possible the expenses for social purposes. 
It will not initiate community activi- 
ties, but leave these to the tenants who 


should pay any special expenses entailed 
in their group organizations, Extra- 
ordinary expenses for such things as 
nursery schools or kindergartens should 
certainly for the most part be the re- 
sponsibility of the tenants using them. 
It should be realized that better housing 
at low rentals is the goal and there must 
be a sense of proportion in regard to ex- 
penditures for community activities. 
Many of the social housing advocates 
disagree with the above thesis. To make 
life more abundant in these housing 
projects, the management has to under- 
take and to pay for all community and 
social activities. Along the same lines 
they propose weekly collection of rents 
in the tenants’ apartments, an extra- 
ordinary idea when the expense and 
administrative difficulties are considered. 
The social workers feel it necessary to 
have this entry to the tenants’ apart- 
ments for the purpose of instructing 
them in their household details. The 
procedure of weekly rent collection is 
followed in First Houses. No wonder 
these social housing advocates discov- 
ered that low-rent housing management 
is a completely new profession requiring 
special training. Imagine the increase 
in subsidy necessary to maintain a staff 
of social workers for all those purposes! 
Such a method of housing manage- 
ment could never fit into a limited- 
dividend corporation. The social hous- 
ing advocates do not like these non- 
profit, but nevertheless private, enter- 
prises. Some of them have travelled 
around in Europe and admired especially 
the Vienna post-war municipal housing 
without examining the unique economic 
and political conditions and the unique 
financing. They did not consider that 
the German cities which, in contrast to 
those in the United States, own most 
of the water, gas, electric plants, street 
car, bus lines and subways, soon gave 





340 


up their municipal housing. They trans- 
ferred it to limited-dividend housing 
corporations, the capital stock of which 
they owned completely or in majority. 
They did this to keep management out 
of red tape and politics. How can the 
average American city, so lacking in a 
highly trained non-political administra- 
tion, jump into the housing venture? 
How much more absurd is the idea that 
the Federal Government has to build 
housing developments throughout the 
country, renting dwellings, collecting 
rentals! Red tape and waste are in- 
evitably connected with such a scheme. 
Economic considerations, however, are 
not interesting to social housing advo- 
cates, when they are in conflict with 
their principles. One of these principles 
is fully owned government housing. 
Evolution of Federal Housing Policy 
Incredible as it may seem, the most 
radical ideas of the social housing advo- 
cates were victorious. After six months 
of experimentation the Housing Divi- 
sion of P.W.A. changed abruptly its 
original policy of giving loans to limited- 
dividend corporations and undertook 
direct building on vacant land and in 
slum areas. About 125 million dollars 
were allocated and 48 projects to house 
25,000 families are now under way. 
These projects are scattered over the 
country, 25 in the North, 25 in the 
South, nothing in the far West. In 
order to bring rents down to an average 
of $7 per room per month, 45% of the 
building costs will be an outright grant. 
That means that about 50 million dollars 
are written off immediately. Only the 
balance is repayable over a period of 
60 years with an interest rate of 3%. 
Rent terms in each project are deter- 
mined by its final cost. The first project 
to be completed is Techwood in Atlanta, 
Ga., containing 604 apartments. The 
rentals run from $22.35 for 3 rooms to 
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$39.65 for 6 rooms, including heat, 
light, and refrigeration. But nobody 
save those now living in slums are 
eligible for occupancy. 

With such heavily subsidized tax- 
exempt federal housing, limited-dividend 
corporations which do not get one cent 
of subsidy and have to pay taxes cannot 
compete. It is, therefore, not very 
honest to pretend that they were a 
failure and did not produce low rentals. 
But it remains to be seen in the future 
whether or not rentals of federal hous- 
ing projects will be a great disappoint- 
ment. There would have been no low 
rentals at all according to the ruling of 
the Comptroller General. In January, 
1936 he decided that the Federal Emer- 
gency Administration might not sell or 
fix rentals of low-rent housing below 
the cost of such projects. To offset 
this ruling, Congress had to pass a bill 
authorizing the Government to fix 
rentals of federally owned, low-rent 
housing below its cost, further authoriz- 
ing lump-sum payments in lieu of prop- 
erty taxes, not greater than 5% of gross 
annual rentals of a project. 

One of the original principles of the 
Housing Division has already been 
abandoned. The difficulties of central 
management in Washington have been 
realized and there is talk of leasing or 
selling completed projects to local hous- 
ing authorities or other public bodies, 
which shall operate them under super- 
vision of the Housing Division. The 
final fate of the federal housing program 
is uncertain. Some day, when the finan- 
cial balance is drawn, the excessive cost 
of this experiment will be revealed. The 
expenses of the tremendous staff of the 
Housing Division must be included in 
total cost. 

Still the social housing advocates are 
not convinced of the failure of the federal 
housing program. They found a warm 
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sponsor in Senator Robert F. Wagner 
of New York, who had already intro- 
duced a housing bill in the Senate last 
year. Representative Ellenbogen of 
Pennsylvania had introduced a differ- 
ent bill in the House. A new Wagner- 
Ellenbogen Bill was introduced in the 
last session of Congress. The bill would 
have replaced the Housing Division of 
P.W.A. with a new agency to be called 
the United States Housing Authority 
with four members and with the Secre- 
tary of the Interior serving ex officio. 
To house families of low income, the 
Authority would have dealt with state 
or local governmental housing bodies. 
It also referred to limited-dividend hous- 
ing corporations. It further had the right 
to develop and administer demonstra- 
tion projects. The Authority would 
have had the power to make loans at 
interest rates determined by it and to 
make grants to public housing agencies. 
The amount of any grant would not 
have exceeded 45% of the total cost of 
the project. The Authority could also 
have lent to limited-dividend corpora- 
tions at interest rates not less than the 
going federal rate. This type of loan 
was not to exceed 85% of the value of 
the project and 25 million dollars in one 
year. Funds to carry out the program 
for the next four fiscal years (until 
June 30, 1940) would have come from 
three sources. In addition to 1 million 
dollars for subscription of the capital 
stock, the bill called for a total appro- 
priation of 325 millions out of the fed- 
eral budget. Another 100 million dollars 
was to be borrowed from the R.F.C. at 
interest rates not exceeding cost of the 
money to the Corporation plus % of 
1%. Finally, the Authority would have 
been empowered to issue bonds, guar- 
anteed by the Federal Government, 
aggregating a total of 550 million dollars. 
The total amount at the disposal of the 
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Authority would have been 976 million 
dollars. f 

The bill brought forward one signifi- 
cant step in recognizing the principle of 
local initiative. But the inefficient and 
costly policy of heavily subsidized hous- 
ing, criticized in this article, would have 
been continued as a kind of municipal 
housing. No wonder the social housing 
advocates and their associations made 
every effort to push the bill through. 
But they succeeded only in the Sen- 
ate and not with the original bill which 
was greatly changed in Committee. In 
this form the bill ‘passed the Senate; 
it died, however, in the Committee 
of the House shortly before Congress 
adjourned in June, 1936. In view of 


its doubtful constitutionality (the 
whole venture of subsidized federal 
housing was never approved by the 
legislative branch of the Federal Gov- 
ernment, but was enacted under the 
Emergency Relief Act of 1935) and of 


the growing opposition to new deficit- 
increasing federal expenditures, the Pres- 
ident was not inclined to put his “Magic 
Must” on the bill. 

Now left without any housing legisla- 
tion at all, Congress is not to blame, 
but only those housing advocates whose 
exaggerated demands were crystallized 
in the Wagner-Ellenbogen Bill. With 
the death of this bill even the financially 
sound conception of federal support on 
a self-liquidating basis is endangered. 


A Way Out 


But such a result can be prevented 
without any special housing legislation. 
Another federal housing agency, the 
Federal Housing Administration (F. 
H.A.) is also engaged in large-scale hous- 
ing. But the F.H.A. is no lending 
agency; it merely insures mortgages 
given by private financial institutions. 
Only a limited number of those, such as 
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life insurance companies, are able to 
make the relatively large loans for large- 
scale housing projects and they are gen- 
erally already overloaded with real estate 
investments. For this reason, large- 
scale housing mortgage insurance has 
not been very successful as yet. Only 
three projects, Colonial Village in Clar- 
enton, Va. (near Washington, D.C.), 
an extension to it, and also one in Mead- 
ville, Pa. are completed; several others 
are under construction. But because 
the mortgages are given by insurance 
companies at prevailing interest rates, 
rentals in Clarenton are so high that 
the project cannot be classified as low- 
rent housing. 

A different picture, however, would 
obtain if some other federal agency 
would cooperate. The R.F.C. Mortgage 
Company already has been induced to 
give insured mortgages for large-scale 
housing under certain stringent condi- 
tions, especially as to interest rates. 
But that is inadequate. In order to 
accomplish low-rent housing, the R.F.C. 
(or its Mortgage Company), which 
ought to dispose of 100 million dollars 
for execution of the Wagner-Ellenbogen 
Bill, should invest the same amount at 
the interest rates prescribed in the bill 
(cost of money to the Corporation plus 
% of 1%) in insured mortgages for 
large-scale housing projects. 

Fortunately, the rules and regulations 
of the Large-Scale Housing Division of 
the F.H.A. are not influenced at all by 
the ideas of social housing advocates. 
Eligible mortgagors are private limited- 
dividend housing corporations as well 
as public housing bodies. As to the 
capital structure, there is no discrimina- 
tion between the different kinds of hous- 
ing agencies. The amount of equity 
investment required for any large-scale 
housing project shall be an amount at 
least equivalent to the value of the 
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land and an additional working capital 
as the Administrator may require. Pub- 
lic housing authorities or other govern- 
mental instrumentalities must have ini- 
tial funds obtained from government 
loans, grants, or subsidies which may be 
considered in lieu of the equity required 
from private corporations. Two main 
types of financing may be accomplished 
under the insured mortgage of a large- 
scale housing project. One type of trans- 
action is the execution by a single lend- 
ing agency which advances the entire 
amount borrowed. Eligible as mort- 
gagees are chartered institutions or other 
permanent organizations having suc- 
cession, as well as the Federal or a state 
government or an agency, instrumen- 
tality, or subdivision thereof. The 
second method may consist of the execu- 
tion by the mortgagor of an indenture 
of trust to an appropriate trustee pro- 
viding for issue and sale thereunder of 
bonds or other obligations. This opens 
a wide field for financing large-scale 
housing projects, especially for local 
housing authorities which can issue their 
own bonds. Cities which are now too 
eager to get federal housing grants could 
use their own ingenuity to accomplish 
better housing for their population. 


But the best method of financing will 
always be to procure the mortgage 
through a single lending agency. Ac- 
cording to my proposal there would be 
two separate agencies. The F.H.A. 
would examine and approve applica- 
tions of housing bodies and supervise 
the projects after completion. The 
R.F.C. would give the loans, insured by 
F.H.A., and collect the interest and 
amortization returns. But the function 
of the R.F.C. could only be a temporary 
one. It should eventually be replaced 
by a public or private mortgage bank, 
which could issue its own bonds in order 
to obtain funds for granting mortgages. 
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Only by selling its own bonds can a 
mortgage institution keep intact the 
principle of bank liquidity. The bonds 
would have to be issued for the same 
terms as the mortgages. Amortization 
returns would have to be used for call- 
ing or buying back the bonds. 


In most European countries private 
and public mortgage banks have been 
successfully operating under rigid gov- 
ernmental supervision, some of them 
nearly a century. It is a deficiency of 
the banking system of this country that 
such mortgage institutions do not exist. 
An ordinary bank with short-term de- 
posits cannot go very deeply into the 
mortgage market without endangering 
its liquidity. The collapse of many banks 
in 1933 was caused to a great extent by 
this abuse. The Federal Government 
had to relieve banks, saving institutions, 
building and loan associations by re- 
financing their mortgages through the 
Federal Home Loan Bank System, Home 
Owners’ Loan Corporation, Farm Credit 
Corporation, etc. But in spite of these 
experiences no mortgage bank has as 
yet been organized, although the F.H.A. 
is empowered to charter and supervise 
national mortgage associations. These 
associations would obtain funds by sale 
of bonds or debentures secured by in- 
sured mortgages. It seems that the most 
important step toward a permanent 
low-rent housing program would be 
organization of one or more mortgage 


banks. 


Such a mortgage bank could be a 
federal one, if the United States Gov- 
ernment would subscribe the entire 
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capital stock, or it could be a private 
one. A private mortgage bank, however, 
would have to offer its bonds at an inter- 
est rate of at least 4% in order to make 
them attractive to the public. A federal 
mortgage bank could issue bonds, guar- 
anteed by the United States Govern- 
ment, at 3% interest, or even less. For 
this reason mortgages of a non-profit 
federal mortgage bank only could pro- 
duce low-rent housing. A special in- 
surance of the mortgages would not be 
necessary. Such a federal mortgage 
bank could take over the housing loans 
of R.F.C., P.W.A., and the purchase 
money mortgages of the actual federal 
housing program if these projects are 
sold to local housing authorities. It is 
interesting to observe that a bill for 
creation of a federal or central mortgage 
bank has already been introduced in 
Congress by Senator Fletcher and the 
National Association of Real Estate 
Boards is campaigning for its passage. 

The social housing advocates have 
not, or at least not sufficiently, recognized 
the urgent need of a federal mortgage 
bank. They have lost sight of this need 
in pressing their schemes for subsidy. 
But a federal mortgage bank can only 
become a reality if vigorous support is 
behind such a plan. Many social hous- 
ing advocates may not be able to change 
their direction so quickly. Other people 
who recognize the economics of the 
housing problem will take the lead in 
employing it as the strongest weapon in 
their fight for recovery. Not a revived 
Wagner-Ellenbogen Bill, but a federal 
mortgage bank bill should be submitted 
to the next Congress. 





Long-Distance Natural Gas Pipe Lines 


By C. EMERY TROXEL* 


century natural gas was seldom 

piped more than 50 to 75 miles; 
only short and experimental lines were 
built from eastern and Appalachian gas 
fields before 1890. Moreover, com- 
pressors and other means of pipe line 
pressure control were not generally em- 
ployed until after 1910. Even in 1925 
the distance of gas transmission rarely 
exceeded 150 miles. At this time a 
thick network of cast-iron gas lines 
spread over the upper Appalachian area, 
and customers in western and south- 
western states were usually served from 
short local lines. The introduction of 
various technical improvements in pipe- 
line construction began in 1927 to re- 
vitalize and change the perspective of 
the natural gas industry. These im- 
provements in pipe-line construction 
have permitted the natural gas industry 
to expand more since the present de- 
pression began than it had during the 
previous 15 or 20 years. 

The need for regulation of the inter- 
state business of natural gas pipe lines, 
one of the problems which will be treated 
in subsequent articles, has been height- 
ened by the recent increase in long- 
distance gas pipe lines and the prob- 
able future expansion of the market for 
natural gas. In 1934 roughly 50% of 
natural gas sales by public utilities was 
transported interstate because the larg- 
est gas fields are located chiefly in areas 


| | NTIL the latter part of the 19th 


* Assistant Professor of Economics, Wayne Uni- 
versity. 

1U. S. Department of Interior, Bureau of Mines, 
Mineral Market Reports, No. M.M.S. 414, October 
29, 1935. 

274th Cong., 2d Sess., H. R. 11662. On May 12, 
1936 this bill, after being reported upon favorably by 
the Interstate and Foreign Commerce Committee of 
the House, was introduced with minor alterations as 
H. R. 12680, 


far distant from large markets for 
natural gas.1 Since state public service 
commissions have usually been denied 
regulation of interstate movements of 
natural gas, a bill introduced in the 
House of Representatives on March 6, 
1936 would provide federal regulation 
of these now unregulated interstate 
natural gas pipe lines.» The Federal 
Trade Commission would be given 
power to fix reasonable rates and service 
standards, fix depreciation rates, and 
order extensions or restrict abandon- 
ments of service for all high-pressure 
interstate natural gas lines. Hence the 
following survey of recently constructed 
natural gas pipe lines will serve as back- 
ground for forthcoming studies of regu- 
lation of natural gas utilities. 


Natural Gas Pipe-Line Mileage 


Only meager information is available 
concerning annual growth in mileage of 
natural gas transmission lines. To date 
no federal agency has gathered data on 
pipe-line construction regularly. Nor 
have state public service commissions 
compiled such data.’ On July 1, 1929 
the United States Bureau of Mines 
estimated that there were 40,800 miles 
of natural gas trunk lines in the United 
States, of which about 75% were lo- 
cated in Texas, Ohio, Pennsylvania, 
West Virginia, Oklahoma, and Kansas.‘ 
A year later the Bureau of Mines esti- 
mated the natural gas trunk-line mileage 
of the United States to be 50,000.° 


3 Another difficulty in calculating pipe-line mileage 
is the absence of a clear line of demarcation between 
transmission and consumer distribution lines. There 
is also the difficulty of distinguishing between trans- 
mission and field-gathering lines. 

4U. S. Department of Commerce, Bureau of Mines, 
Mineral Resources of the United States, 1929, p. 339: 


5 Tbid., 1930, p. 480. 
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An approximation of the number of 
miles of gas transmission lines at the 
end of 1933 can be made by counting 
all transmission lines listed in Brown’s 
Directory of American Gas Companies.® 
Whenever data were available, mileage 
omitted in this Directory has been added. 
In this manner a total of 65,543 miles 
of natural gas transmission line was cal- 
culated for 1933.7 Comparison of this 
total for 1933 with the Bureau of Mines 
estimate for 1929 shows that approxi- 
mately 25,000 miles of natural gas pipe 

®New York: Robbins Publishing Co., 1934. The 
writer has endeavored to eliminate all duplications in 
calculating the total from these data. 

7Scarcely any pipe lines have been constructed 
since 1933. 

*The Bureau of Mines asserts that “it is difficult 
to estimate the total mileage of natural gas pipe lines, 
chiefly because there is no definite dividing line be- 
tween trunk and gathering lines.” (Op. cit., 1930, p. 
480.) Consequently, the author presents the 25,000- 


mile increase in gas lines since 1929 as an estimate 
which may contain an error of as much as 5,000 miles. 


line were constructed in the United 
States between July, 1929 and Decem- 
ber, 1933.8 Thus, on the basis of these 
two approximations, natural gas pipe- 
line mileage has increased roughly 50 
or 60% in 4% years, and the majority 
of these 25,000 miles of new lines were 
laid from the western and southwestern 
natural gas fields.° 

Chart I showing the principal pipe 
lines reveals the concentration of nat- 
ural gas lines in the areas of natural gas 

®Several former oil transmission lines have been 
reconditioned for natural gas transportation. One of 
these revamped lines is the former National Transit 
Oil Pipe line from Olean, New York to Paterson, New 
Jersey. This line has a daily gas capacity of 15 to 18 
million cu. ft. The Kansas Pipe Line & Gas Company 
(North American Light & Power subsidiary) and the 
North Central Gas Company have leased the old 
Teapot Dome oil line which runs from Welch, Wyoming 
to Freeman, Missouri (67 Gas Age-Record 817 (May 
23, 1931)). Since oil lines are largely of wrought iron 
construction and not of large capacity, any general 
shift of oil pipe lines to the transportation of natural 
gas is unlikely. 





CHART I 


PRINCIPAL NATURAL GAS TRANSMISSION LINES IN THE UNITED STATES 
DECEMBER, 1934 














Sources: U. S. Bureau of Mines and miscellaneous sources. 
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production. This network of gas lines is 
thickest in the Appalachian and east 
central regions. But pipe lines from 
western and southwestern gas fields are 
longer, generally, than the eastern lines 
because (1) the pipe-line system in the 
eastern states was built some 30 or 40 
years before recent pipe-line improve- 
ments had been made, and (2) gas from 
the newly developed fields of the West 
and Southwest must be transported long 
distances to reach the large markets of 


the Middle West and South. 
Causes of Recent Pipe-Line Growth 


Several natural gas fields of the South- 
west and West, such as the Panhandle, 
Monroe, Hugoton, and Kettleman Hills 
pools, offer ample commercial quantities 
of natural gas. Natural gas usually 
may be had for eight or less cents per 
thousand cubic feet (MCF) at the wells 
in these new fields. This factor, coupled 
with the existence of large reserves which 
promise to last for at least the life of 
the lines, have given an economic basis 
for construction of pipe lines 500-1,000 
miles in length. 

Technical improvements have 
changed the natural gas business from a 
local industry with little hope of expan- 
sion to an industry which aggressively 
seeks distant fuel markets. Use of welded 
or seamless steel pipe, capable of with- 
standing pressures of 500 or more pounds 
per square inch without leakage or 
breakage, has been a leading factor in 
this expansion. Some of the largest lines 
have a daily capacity of 100 to 175 
million cubic feet. Also, the develop- 


10 A joint welded by either of these methods usually 
withstands a greater pressure than the pipe line. Use 
of the electric arc method began in 1928 or 1929. The 
Lindeweld joint-welding process is another method 
recently employed. 

11 At the point of consumption, pressure regulators 
are installed to reduce gas pressure in order to permit 
utilization of gas in customers’ burners. Also, these 
pressure regulators are used to reduce the pressure of 


ment of electric and other welding proc- 
esses has reduced the cost of steel 
pipe. A concomitant development has 
been the welding of pipe-line joints, a 
process which has replaced coupler or 
“screw” types of joints.!° Other me- 
chanical advances have been registered 
in improved engines for compressing 
gas during transmission. Further con- 
struction-cost reductions have been ob- 
tained through a ditching machine which 
provides the trench, tractors with short 
booms which lower the pipe into the 
trench, and a back-filling machine which 
completes the task." 


Outstanding Long-Distance Pipe Lines 


Apparently the first long-distance 
natural gas pipe line was completed in 
1925 by the Magnolia Gas Company. 
It was a 217-mile, 14- to 18-inch line 
from northeastern Texas to Beaumont 
where the line served primarily the 
Magnolia Oil refinery. Gas from the 
Monroe-Richland area of Louisiana is 
now being transported to consumers in 
Mississippi, Alabama, Georgia, Ten- 
nessee, and Missouri. Eastern Ken- 
tucky fields are now supplying gas cus- 
tomers in Philadelphia and Washington. 
The nine long-distance natural gas lines 
originating in the world’s largest “dry’’” 
gas field, the Panhandle field of Texas, 
transmit gas to customers in cities from 
Dallas to Minneapolis and from Denver 
to Detroit. Rocky Mountain gas fields 
are now sending gas to Phoenix, Salt 
Lake City, Butte, and cities of that 
area, and several large gas pipe lines, 
principally supplied from the Kettleman 
Hills field, have been completed to Los 


gas entering both lateral lines and city distribution 
systems. 

12“Dry” gas contains less natural gasoline than 
“wet” gas obtained in oil fields; because of its high 
methane content, “dry” gas may be utilized imme- 
diately in burners. Usually, however, “dry” gas like 
“wet” gas is treated for extraction of its gasoline con- 
tent before being transported. 
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Angeles and San Francisco. Table I 
contains detailed data on some recently 
constructed lines. 

These recently constructed long-dis- 
tance pipe lines have often been fi- 
nanced jointly by two or more corpo- 
rate groups. One or more of the corpo- 
rate interests may produce natural gas; 
other interests in the combination may 
be owners of customer distribution sys- 
tems. For some of these jointly financed 
lines there was no public sale of secur- 
ities. For example, the Columbia Gas 
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& Electric Corporation holds 70% of the 
voting shares of the Atlantic Seaboard 
Corporation in which Standard Oil of 
New Jersey is the other stockholder. 
The Cities Service system has 15% of 
the voting control of the Denver pipe 
line and the remaining voting shares 
are divided equally between Standard 
Oil of New Jersey and Sinclair Con- 
solidated Oil. Voting control of the 
Chicago pipe line (Natural Gas Pipe 
Line Co. of America) is divided as 
follows: Cities Service Company, 26.6%; 


Taste I. A Description or OutstanpinGc Natura Gas Pipe Lines Butt SIncE 1926 








Field of 
Supply 


Miles of 
Main 


Name of Company 
Line 


| 


Date of 
Completion 


Diameter 
of Line 
(in Inches) 


Principal 
Destination 





Magnolia Gas Co.......... 217 | Northeastern 
Monroe and 
Richland, La.... 


Interstate Natural Gas Co.. 


Memphis Natural Gas Co... Monroe and 


Southern Natural Gas Corp.* Monroe and 
Monroe and 
Richland 


Louisiana Fields. 
Panhandle (Tex.) 
Panhandle Ls 
Panhandle...... 


Panhandle...... 


Panhandle 
Panhandle and 
Hugoton 
Jennings (South 
Texas) 
Eastern, Ky..... 
Tioga, Pa, 
Baxter Basin 
Hiawatha, 
Clay Basin, Wyo. 
Cut Bank, Mont. 
Dry Creek, Mont. 
Jal, N. Mex.... 


Bu > eee 


Mississippi River Fuel Co.f. 
1 Gas Public Service 


Lone Star Gas Co 
Cities Service Pipe Line Co.. 
Colorado-Interstate Gas Co. 
Natural Gas Pipe Line Co. 
of America 
Panhandle-Eastern Pipe 
Line Co.t 
Northern Natural Gas Co... 


United Gas Co 
Atlantic Seaboard Corp.... 


Lycoming Natural Gas Co. . 
Western Pub. Serv. Corp.... 


Montana Power Gas Co... . 
Montana Power Gas Co... . 
Western Gas Co 

Pacific Gas & Elec. Corp... . 


Southern Fuel Co 


Standard-Pacific Gas Line. . 





205 Weediaen Hills. 





.| Phoenix 





Beaumont, 
14 to 18 
22 and 18 


1925 
Baton Rouge 

1926 
New Orleans 

1927 


1928 


Baton Rouge, 
New Orleans... . 


Memphis 18 
Birmingham, 
Atlanta 


Dec., 
Nov., 


22 and 20 1929 


St. Louis 22 Nov., 1930 
Franklin, La... . 14 
Fort Worth 20 to 16 
Kansas ore Mo. 20 
Denver.. 22 and 20 


June, 1931 
1926 
1928 
June, 1928 


Aug., 193! 
July, 1936 


Chicago 24 


Detroit 24 and 22 


Minneapolis. . . . 24 to 16 1932 
Monterey, Mex. 12 
Coatesville, Pa. 22 


Syracuse, N. Y.. 20 


Salt Lake City 
Odgen, Utah.... 18 1929 
Anaconda, Butte 20 1931 

10 1931 
16 and 10 Jan., 1934 


1930 
Mar., 1932 
1931 





San Francisco... 22 


| 
Los Angeles 26 
San Francisco... 26 and 20 H 


1929 





1931 





* The Tri-Utilities Company, a holding company, controlled the Southern Natural Gas Company until the recent Zeeeteer- 


ship of the Ohrstrom system. G. L. Ohi 
t An Electric Bond & Share subsidiary. 


rstrom’s ambitious and sometimes reckless financial plans were grounded in 1 


} The line to Muncie, Indiana, 960 miles, was completed in 1931 
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Natural Gas Investment Company, 
26.6%; Texas Company, 17.6%; Sin- 
clair Consolidated Oil, 13.3%; Standard 
Oil of New Jersey, 13.3%; Columbian 
Carbon, 2.5%." 

As indicated in the following sum- 
mary, the five largest holding companies 
in the natural gas industry controlled 
over 60% of the nation’s natural gas 
transmission mileage at the end of 1933: 








Per Cent 
Miles | of Total 
16,683 
7,717 
7,157 | 10.9 
7,103 10.8 
2,597 3.6 


Company* 





Columbia Gas & Electric Corp.... 
Electric Bond & Share Co........ 
Cities Service Co 

Standard Oil Co. of New Jersey. . 
Standard Gas & Electric Co 


25.4% 
11.8 











*These data were compiled from Brown's Directory, op. cit.» 
Moody’s Investors Service, Public Utilities, 1934, and miscel- 


laneous sources. 

Because the Crawford interests of 
Pittsburgh, which dominate the Co- 
lumbia Gas & Electric system, also 
control the Lone Star Gas Corporation, 
it is fair to say that Columbia Gas & 
Electric indirectly controls more than 
21,000 miles of gas line. 


Displacement of Other Fuels 


This widening market for natural 
gas, particularly in the Middle West 
and South, has expanded geographically 
the area of effective competition among 
coal, fuel oil, and natural gas. Competi- 
tion of electricity is not encountered, 
usually, except for domestic cooking 
and water heating. Unless new fuel uses 
are developed, natural gas sales by these 
new, long pipe lines reduce the revenue 
previously obtained by intrenched coal 

372d Cong., 2d Sess., Report on Pipe Lines, 2 
parts, House Report No. 2192 (1933). Federal Trade 
Commission, Ufility Corporations, Doc. 92, No. 62, 
7oth Cong., 1st Sess., p. 398. 

4 This opposition has been strongest in Iowa, Ne- 
braska, Minnesota, and Illinois. In Minneapolis, for 
example, the coal dealers and teamsters vigorously 
fought the entrance of natural gas lines. In Iowa 


City, Iowa coal dealers obtained an injunction against 
the entrance of natural gas service on the pretense 


and fuel oil producers and dealers. The 
struggle for annexation of the industrial 
fuel market and the house-heating load 
has brought coal, fuel oil, and natural 
gas into sharp competitive conflict. 
Often coal mine owners, coal dealers, 
and laborers have opposed vigorously 
some of the recent pipe-line extensions 
into regions which had, in the main, 
used coal as fuel.4 In several instances 
this opposition of coal interests has pre- 
vented or delayed the commencement 
of natural gas service. Thus, competi- 
tive factors influence decidedly the 
price for some, if not all, uses of natural 
gas and consequently the distance of 
natural gas transmission is limited. 
Many of the long pipe lines are bring- 
ing natural gas to communities which 
formerly had been served with manu- 
factured gas. When the distance is not 
too great, natural gas lines are able to 
offer a fuel at a lower price in terms of 
B.t.u’s, since a unit of natural gas has 
about twice the heat content of a sim- 
ilar quantity of manufactured gas. 
With the entrance of natural gas, the 
plant producing manufactured gas is 
useful only, if at all, as stand-by equip- 
ment. Even the gas holders of manu- 
factured gas plants are no longer neces- 
sary, because gas may be “packed” 
under pressure in the pipe line during 
periods of low gas consumption. Most 
distribution companies, however, con- 
tinue to use their gas holders after a 
change-over to natural gas service for, 
in this manner, an additional supply of 
gas may be stored to meet peak 


that the laying of the natural gas line would make 


impossible coal deliveries. The Illinois Commerce 
Commission dismissed a complaint of coal dealers that 
wholesale natural gas prices were too low. (Jilinois 
Coal Operators Assoc. v. Peoples Gas Light & Coke 
Co., 7 P.U.R. (N. S.) 403, 1934.) In two other cases 
the opposition of coal producers, miners, and dealers 
was not sufficient to prevent the sale of natural gas. 
(Re Ogden Gas Co. (Utah), P. U. R. 1929 B 127; Re L. 
B. Denning (Utah), P. U. R. 1931 C 136.) 
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demands or to meet a possible sudden 
failure of the natural gas supply. 

In a number of cities reached by 
these long-distance lines, a mixture of 
natural and manufactured gas is used. 
The heat content of this mixed gas is 
generally 800 to 850 B.t.u.’s per cubic 
foot. Public service companies which 
distribute this mixed gas have not em- 
phasized any advantages of mixed gas 
service over complete natural gas service 
except that active use is made of the 
existing gas plant. It is believed that 
this partial use of manufactured gas 
plants is continued so that the old 
plant may be included as a part of the 
rate-base in the event of a rate con- 
troversy. 

Furthermore, the change from manu- 
factured to natural gas necessitates 
alterations in distribution equipment 
and customer appliances. Often the 
“dryness” of natural gas requires that 
the distribution line joints be repacked 
to prevent gas leakage. Consumers’ ap- 
pliances must be altered or replaced be- 
fore natural gas service is begun, one 
of the major changes being a reduction 
of gas burner orifices because of the 
higher heat content of natural gas. 
The gas distribution companies have 
assumed generally the responsibility 
and cost of making these changes.” 


The Cost of Pipe Lines 


The construction of these long lines 
requires an investment ranging from 
$30,000 to $60,000 per mile.® The 
usual variables, aside from unit costs 
of materials and labor, which influence 
this investment are: diameter of the 

% This course has been dictated by the desire of 
gas utility companies to maintain good public relations, 
and by their desire to render satisfactory service which 
would not be immediately realized if appliance altera- 


tions were made by customers. In Chicago, for in- 
stance, gas appliance alterations cost over $2,000,000. 


16Tt has not been possible to compute the average 
investment per mile for each pipe line system because 
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line, the terrain (i. e., number of river 
and creek crossings and the general 
topography of the land), and the char- 
acter of the subsurface. The cost of 
steel pipe is approximately $100.00 
per ton and 180 to 190 tons per mile 
are commonly used for the larger lines. 
It has been estimated that general out- 
lays, plus the cost of surveying, ac- 
quiring a right-of-way, building a tele- 
phone line, as well as of supervision, to- 
gether with that part of the ditching, 
painting, and cleaning costs which are 
constant, will aggregate $3,000 per mile 
regardless of the size of the pipe line. 
Welding, unloading, and hauling the 
pipe have been estimated to cost about 
$12.00 per ton of steel per mile. Ditch- 
ing, painting, and back-filling will be 
approximately $260 per mile per inch 
of diameter of the pipe.!” 

The following pipe-line construction 
costs of the Southern Natural Gas 
Company, exclusive of compressor-sta- 
tion costs, illustrate cost variations ac- 
cording to diameter of pipe lines:!8 








Average Cost 
per Mile 


Number of 


Miles 


Diameter of 
Pipe (Inches) 





$40,815 
32,121 
21,879 
14,987 
10, 504 
8,891 
7,048 
5,137 
4,624 


22 281 
20 176 
18 33 
1234 201 
1034 171 
85% 84 
6% 205 
44 79 
3% Co) 











Compressor stations, which are in- 
stalled at intervals of 75 to 100 miles, 
cost from $400,000 to $700,000; the 


each system has large, as well as small, diameter lines; 
and the balance sheets of the companies are not item- 
ized adequately to permit accurate calculations. 

17 Kepler, W. R., “Gas Pipe Lines,” 66 Gas Age- 


Record 709-14, 726-8 (November 1, 1930). In level 
mid-western states natural gas pipe line has been laid 
in good weather at a daily rate of 6,000 feet. 

18 Federal Trade Commission, Ufsility Corporations 
Doc. 92, No. 77, 70th Cong., 1st Sess., p. 510. 
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amount of installed horsepower is the 
principal variable. One writer has 
stated that $100,000 should be allowed 
to cover cost of the compressor-station 
site, plus housing and development of a 
water supply. In addition, compressor- 
station investment will include approxi- 
mately $125.00 for each horsepower of 
capacity.!® Thus, the total cost of a 
station of 4,000 h. p. capacity would be 
approximately $600,000. 

On the basis of these construction- 
cost estimates it is possible to approxi- 
mate the investment in a natural gas 
pipe line. Let us assume in the follow- 
ing calculations a 500-mile line with six 
compressor stations of 5,000 h.p. capac- 
ity. Such a line would have a daily 
capacity approximating 150,000,000 
cubic feet of gas, and its cost may be 
estimated as follows: 

Surveying, right-of way, supervision, etc..$ 1, 500,000 
Steel pipe (185 tons per mile) 
Hauling, unloading, etc., of pipe 


Ditching, painting, labor, back-filling 
6 compressor stations 


Total Cost $19, 
Cost per mile (exclusive of other items).$ 


070, 
38, 140 


Other costs, such as bridging streams, 
office space, interest during construc- 
tion, construction of gas field-gathering 
lines and general equipment, will likely 
bring the investment to $45,000 or more 
per mile. 

This estimated pipe-line investment 
of $45,000 per mile approximates the 
investment per mile of the Natural 
Gas Pipe Line Company of America. 
The investment in the 893 miles of 
natural gas pipe line to Chicago, as 
presented in Table II, does not include 
cost of the field-gathering lines, the 
gasoline extraction plant, nor the initial 
compressor station. If the cost of the 
gasoline extraction plant were included 


19 Hill, E. G., and Rhodes, G. I., “Long-Distance 
Transportation of Natural Gas,” 11 Natural Gas 20-2 
(October, 1930). 


Taste IT, Construction Costs oF THE NATURAL Gas 
Pree Line Company OF AMERICA* 








Cost per 
Total Cost | Mile 





$27,489, 500 |$30, 787 
6,465,918 7,242 


Main line 

Compressor stations. . 
Interest during construction. . 2,569,098 | 2,877 
Rights-of-way 1,325,145 | 1,484 
Lands in fee 89,5 100 
Telephone system............ 679,732 761 
Marketing development 246 , 373 276 
Other costs 278,714 312 





$39,123,046 |$43,840 











*Federal Trade Gagvetaten, Public Utility Corporations, 
op. cit., No. 62, p. 405 
in the summary, the investment per 
mile would be slightly short of $45,000 


Gas Transmission Costs 


Overhead costs, particularly interest 
on and depreciation of the fixed invest- 
ment, bulk high in the total cost of 
long-distance transmission of natural 
gas. Like the cost characteristics of 
some other public utilities, some costs 
of gas transmission, as maintenance or 
supervision costs, are neither fixed ab- 
solutely nor do they vary with the 
amount of gas sold. Moreover, the pro- 
portion of fixed to variable costs may 
not be uniform among properties for 
several reasons. When a pipe-line 
company purchases its gas supply, the 
variable cost represented by the ex- 
penditure for gas will be higher in the 
eastern than in the western regions. 
Likewise, the longer the pipe line the 
smaller is the relative proportion of cost 
of gas purchased and some other var- 
iable expenses to total costs of opera- 
tion. Moreover, if the pipe-line com- 
pany produces its gas supply, the rela- 
tion of fixed and variable expenses will 
be altered. Consequently, the relation 
between fixed and variable costs is, 
within certain limits, an individual one 
for each pipe-line company. 

The depreciation of a pipe line is 
usually rapid because of soil corrosion. 





Wher 
to de 
and 
pressi 
natur 
of ab 
straig 
year]; 
range 
Becat 
larly 
suppl 
nual]; 
vest 
ment 
cover 
thoug 
allows 
states 
tenan 
the sé 
vestm 
invest 
yearly 
costs. 

Asi 
will be 
operat 
of pip 


= 
Yep 
Tax 
Mai 


Tot: 


As pre 
such ¢ 
presso: 
bor, de 


20 Bidd 
Natural. 
(January 
Valuatiot 
Pacific C 

* Depr 
for a nur 
not unco 
the inve 
new lines 
for calcu 


NATURAL GAS PIPE LINES 


When the line is weakened, leaks begin 
to develop and it becomes dangerous 
and wasteful to transmit gas at high 
pressures. It is generally believed that a 
natural gas pipe line has a useful life 
of about 20 years.2° Therefore, on a 
straight-line basis of calculation, the 
yearly allowance for depreciation will 
range from 4 to 5% of the investment.” 
Because of the economic risk, partic- 
larly the danger of depletion of the gas 
supply, it seems fair to allow 8% an- 
nually as the rate of return on the in- 
vestment. Two per cent of the invest- 
ment seems an adequate sum for annual 
coverage of taxes and insurance, al- 
though 1% would probably be an ample 
allowance, for example, in southern 
states. The fixed portion of the main- 
tenance charges will vary under much 
the same conditions that pipe-line in- 
vestments vary. One per cent of the 
investment, however, seems an ample 
yearly allowance for fixed maintenance 
costs. 

A summary of the annual costs which 
will be incurred, whether the pipe line is 
operated or not, in terms of percentages 
of pipe-line investment shows: 

Rate of return 
Depreciation 


Taxes and insurance 
Maintenance 


As previously mentioned, other costs, 
such as administrative expenses, com- 
pressor-station superintendence, or la- 
bor, do not vary exactly with the volume 


* Biddison, P. M., “Economics of High Pressure 
Natural Gas Pipe Lines,” 63 Gas Age-Record 103-7 
(January 26, 1929); Gammon, W. E., “Pipe Line 
Valuation,” 70 Gas Age-Record 1-3 (July 2, 1932); Re 
Pacific Gas & Electric Co., 1 P.U.R. (N.S.) 1 (1934). 

1 Depreciation allowances seem to be inadequate 
for a number of the pipe-line companies studied. It is 
not uncommon for a company to allow 3% or less on 
the investment for depreciation, Apparently many 
new lines are not using any of the customary methods 
for calculating depreciation allowances, because the 
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of gas sold. Space and inadequate in- 
formation will not, however, permit a 
determination of the extent to which 
these latter expenses are fixed. 

Because of this high proportion of 
fixed costs, a more compiete utilization 
of the capacity of a pipe line results in 
a lower per-unit cost of gas transmission. 
The majority of the recently constructed 
long-distance lines, however, have been 
utilizing usually less than 50% of their 
capacity.” The Natural Gas Pipe Line 
Company of America (the Chicago 
line), for example, used 46.5% of its 
capacity in 1932 and 40.3% in 1933. 
Two other long pipe lines utilized the 
following percentages of their capacity :* 








Southern Natural 
Gas Co. 


Western Public 
Service Co. 





17.9% 
22.9 
26.9 
29.0 
36.5 








Use of about 50% of capacity would be 
a favorable basis of operation for most 
lines, since the demand for gas for 
house-heating and some commercial 
uses is discontinuous or seasonal. Pro- 
motional and off-peak rates, additional 
use of natural gas by industries, and 
improvement in general business condi- 
tions doubtless will increase the use of 
the investment in existing pipe lines. 

The above approximation of annual 
fixed costs—16% of investment—may 


sums allowed for depreciation sometimes fluctuate 
widely from year to year. 

2 Of 11 lines studied in 1931, two lines operated at 
less than 20%, seven between 20 and 30%, two be- 
tween 30 and 40%, and two exceeded 40% of their 
capacity. Nourse and Associates, America’s Capacity 
to Produce (Washington: Brookings Institution, 1934), 
Pp. 100. 

23 These data were calculated from scattered sources 
in Moody’s Investors Service, op. cit., and Federal 
Trade Commission, Public Utility Corporations, op. 
cit., Nos. 72-A, 77. 
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be stated with greater meaning in terms 
of the cost per MCF of gas sold in rela- 
tion to the percentage of capacity em- 
ployed (Table III). In this hypothesis 
an annual fixed cost of $3,600,000 would 
be incurred for a 500-mile line in which 
an investment of $45,000 per mile has 
been made. A daily capacity of 150,- 
000,000 cubic feet of gas has been 
assumed. 


Taste JIJ. Tue Revation oF THE Loap Factor AND 
THE Fixep Costs pER MCF or Gas For A 500-MILE 
Natura Gas Pre LIne 








Percentage 
of Capacity 
sed 


Yearly Fixed 


Costs 


(200 Omitted) 


MCF of Gas 
Transported 
in One Year 


(coo Omitted) 


Average 
Fixed Cost 
per MCF 
Transported 
(Cents) 





100% 
75 


$3,600 
3,600 


54,000 
40,000 


6.7 
8.9 


60 32,000 
50 27,000 
33% 

25 


18,000 
20 10, 800 


II.I 


13, 500 














Moreover, fixed costs per MCF of 
gas transported tend to vary with 
length of the line. For example, the 
fixed costs per MCF indicated above 
will be approximately double in the 
case of a 1,000-mile line of similar con- 
struction. These costs, which are in- 
curred even though no gas is sold, are 
obviously of great significance, and tend 
to limit pipe-line length. Then, of 
course, to obtain the total cost, other 
charges—such as wages, administrative 
and general expenses, and the cost of 
producing or purchasing gas—must be 
added to the above fixed cost. The cost 
of producing or purchasing gas varies 
from 4 to 8 cents per MCF in the South- 
west to 15 to 20 cents per MCF in the 
Appalachian region. It has been esti- 
mated that it costs from 3 to 4 cents to 
transmit 1 MCF of gas each 100 miles 
in the Chicago line.** Similarly, the 
average gas transmission cost per MCF 
per 100 miles in lines of the Southern 
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Natural Gas Company was 6.4 cents 
for the period 1929-34.” 
Other Financial Considerations 


Two additional factors are of vital 
importance in the operation of gas pipe 
lines. First, there must be an adequate 
reserve of natural gas available in the 
field from which the pipe line is ex- 
tended. If a pipe line has a corporate 
affiliate which controls a large gas 
acreage, this danger is partially averted. 
Although gas production of the Ap- 
palachian fields has been waning, new 
fields have been found in eastern Ken- 
tucky. Assuming a gradual reduction of 
gas waste, the Panhandle and Hugoton 
fields—the Hugoton field in south- 
western Kansas is relatively near the 
Panhandle field—on the basis of the 
1935 rate of gas production will prob- 
ably serve pipe lines now originating 
in that region for 30 to 50 years. Like- 
wise, the Kettleman Hills field of Cali- 
fornia promises to last on the basis of 
present rate of gas production for 
another 40 to 50 years. The Monroe- 
Richland gas-producing pool, from which 
about % the gas reserve has been pro- 


% Oi] and Gas Fournal, September 4, 1931, p. 38. 

% Federal Trade Commission, Pudlic Utility Corpora- 
tions, op. cit., No. 77, p. 639. The following is a sum- 
mary of the average costs in cents experienced by the 
Southern Natural Gas Co. in transporting 1 MCF 
of gas 100 miles: 








Item 





Direct compressing 
CRIDER ccs es od 320) | sae 
Direct transmission 
expense.............. 
Indirect operating 
expense..............]. .§2| .43 
WOMEN oc cs sed A RM 36 | .29 
Depreciation* 1.38 
6% Return on invest- 


-49 +42 





4-34 | 3-57 





Total Transmission | 
Cost 6 7.59 | 6.34 
Cost of Gas per MCF .| 4.54 | 4 11 | 3.50 | 4.32 
*Based on report by Ford, Bacon & Davis, Inc., rather 
than actual allowance. 
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NATURAL GAS PIPE LINES 


duced, and many other pools doubtless 
will continue to produce gas during the 
life of the pipe lines which they serve. 
In addition, a pipe line must also antici- 
pate payment of a gradually rising price 
per MCF of gas, whether it produces or 
purchases its gas, if the supply is to be 
obtained for a period of years from the 
same field. These and other considera- 
tions give rise to special problems in the 
regulation of gas utilities which will be 
discussed in other articles. 

Second, a market for the gas must be 
assured. Some of these long-distance 
natural gas lines were not extended 
until long-term contracts had _ been 
negotiated to serve fuel to a number of 
industrial plants. Because of corporate 
affiliations, the sale of natural gas to 
former manufactured gas distributing 
companies may provide an assured 
market. 


Financial Results 


Financial difficulties have confronted 
several of the new natural gas pipe-line 
companies. The natural gas companies 
of the Tri-Utilities system—the South- 
ern Natural Gas Corporation and Okla- 
homa Natural Gas Company—went 
into receivership when the Ohrstrom 
public utility system collapsed in 1931. 
Frank P. Parish’s Panhandle-Eastern 
Pipe Line Company, judging from its 
unprofitability, was too ambitiously and 
too hastily planned. The Columbia 
Gas and Electric system extended finan- 
cial assistance to the Panhandle-Eastern 
line in order that the line might be 


*On January 29, 1936 a consent decree was issued 
by the U. S. District Court at Wilmington, Delaware 
which eliminates managerial domination of Panhandle- 
Eastern by the Columbia Gas & Electric system. Fifty 
per cent of the voting stock of Panhandle-Eastern was 
controlled by Columbia Oil & Gasoline which, in turn, 
was controlled by Columbia Gas & Electric through 
a voting trust. This decree will eliminate the avowed 
marketing hindrances fixed by Columbia Gas & Elec- 


tric on Panhandle-Eastern while the latter has been © 
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completed to Indiana.”* Missouri-Kan- 
sas Pipe Line Company, the Parish 
company which controls Panhandle- 
Eastern and other gas pipe lines, is in 
the hands of receivers. 

Southern Natural Gas and Pan- 
handle-Eastern initially possessed finan- 
cial structures with a ratio of bonds to 
stock of 3 to I and I5 to I respectively, 
thereby making the companies vulner- 
able to the effects of depression.?” Nearly 
all other large pipe-line companies pos- 
sess a much smaller bond-stock ratio. 
Western Public Service, for example, 
has a capital structure composed almost 
entirely of common stock. But few of 
these new pipe-line companies, with 
the exception of the Southern Counties 
Gas Company, have earned a reasonable 
return on common stock since they be- 
gan operation, even though the re- 
ported earnings were exaggerated be- 
cause of frequently inadequate annual 
depreciation charges. 

The following percentages of net 
operating income (before interest and 
dividends have been deducted) to total 
assets indicate that some of the new 
natural gas lines have faced lean years:?8 


1994 








Company 1932 


0 


1933 
% 





Western P. S. Corp... 1.28 
S. Counties Gas Co... 4.80 
N. Natural Gas Co... 2.74 
Panhandle-Eastern P. L. 

Co : 35 
S. Natural Gas Corp. | 3.47 | 3.49 

















Doubtless, a portion of the pipe-line 
companies’ financial difficulties may be 


attempting to develop a natural gas market in the 
Middle West (142 Commercial and Financial Chron- 
icle 778 (February 1, 1936)). 

27 Recapitalization of Panhandle-Eastern is contem- 
plated in 1936 (142 Commercial and Financial Chron- 
icle 778 (February 1, 1936)). 

28 Moody’s Investors Service, Public Utilities, 1929- 
35. Unfortunately, adequate income and balance sheet 
statements are not available for other important pipe- 
line companies. 
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attributed to influences of the depres- 
sion. Many of the long-distance lines 
were extended on the basis of expected 
industrial sales, but that source of 
revenue has been limited by existing 
business conditions. Other lines, as the 
Panhandle-Eastern, were extended with- 
out the assurance of well-established 
markets which may be obtained gradu- 
ally in the future. Likewise, this in- 
adequate return on the investment in 
pipe lines reflects an insufficient utiliza- 
tion of the capacity of the lines. Unless 
the profitability of these pipe-line ven- 
tures is enhanced as general business 
conditions improve and as the capacity 
of these lines is more adequately utilized, 
little additional capital will be attracted 
to these projects. Within the next 
decade, however, it seems that addi- 
tional expansion of natural gas pipe 
lines may be forecast; in the Middle 
West this conjecture encompasses par- 
ticularly the expectation of natural gas 
service for St. Paul, Milwaukee, and 
many smaller cities of the area. Finan- 
cial assistance from Columbia Gas & 
Electric permitted Panhandle-Eastern 
in July, 1936 to complete its gas line 
to Detroit. Texas Panhandle gas is piped 
over 1,200 miles to Detroit gas cus- 
tomers. The waning supply of gas in 
the Appalachian area, despite the re- 
cent Tioga and Eastern Kentucky gas 
field developments, will not permit 
much additional pipe-line construction 
in eastern states though there are large 
nearby markets: for natural gas. The 
vast western and southwestern gas re- 
serves, on the contrary, will surely 
prompt additional pipe-line construction 


in the central, southern, and western 
states. 


Conclusion 


Governmental control of the inter- 
state business of natural gas pipe lines, 
though doubtless merited before 1927, 
has been made more imperative by the 
recent rapid growth of long-distance gas 
lines. Because the largest gas reserves 
are located in thinly populated areas 
from which s00- to 1,000-mile pipe lines 
must be built to reach large markets, 
the probable future construction of 
these pipe lines provides additional 
support for this regulation. In the ab- 
sence of state commission control of 
interstate gas lines—and usually the 
United States Supreme Court has held 
that this problem is one for which federal 
regulation only will suffice—a pipe line 
may freely fix wholesale gas rates and 
service standards. Although the poor 
financial record of many new 500- and 
1,000-mile gas lines does indicate a need 
for rate regulation, probable future 
enhancement of net operating income for 
these lines may warrant regulatory con- 
trol. 

A later article will consider the pro- 
posed federal statute in more detail, 
with some of the background of previous 
legislation and court interpretation on 
regulation of interstate shipments of 
natural gas. Equally evident from this 
analysis of long-distance gas transmis- 
sion is the presence of many problems 
still within the domain of state regula- 
tory bodies. A third article will deal 
with some of the more important of 
these issues. 
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Use of the Power of Eminent Domain in 
Slum Reclamation 
By JOHN IHLDER and MAURICE V. BROOKS* 


UR cities are facing the most 
serious financial and social crisis 
in their history as a result of 

fundamental economic and _ social 
changes which leave large decadent areas. 
Assuming that we have the intelligence 
to deal with this crisis, there remains the 
question whether we have the necessary 
legal freedom of action. For it seems 
apparent that the action required is 
governmental action, and question has 
been raised as to whether, under our 
written constitutions, government has 
the power to do what is necessary. 

We in Washington are particularly 
concerned with the problem in the Dis- 
trict of Columbia. Superficially, condi- 
tions here differ from conditions in in- 
dustrial cities, but essentially they do 
not differ. Our decadent areas, our 
slums and blighted neighborhoods are 
traceable to the same root causes as 
are theirs. While we are governed by 
Congress alone and are under the Federal 
Constitution alone! and while this not 

* Executive Officer and Attorney, respectively, The 
Alley Dwelling Authority for the District of Columbia. 

1“The Congress shall have Power . . . To exercise 
exclusive legislation in all cases whatsoever, over such 
District” [the District of Columbia]. Federal Consti- 
tution, §8, item 17. 

2 Shoemaker ov. U.S., 147 U.S. 262, 13 Sup. Ct. 361 
(1893), concerned land within the District of Colum- 
bia held properly subject to condemnation for a park. 
The Court stated that it was not called upon to con- 
sider whether the “alleged restriction” [to objects 
within the expressed . . . powers conferred by the Con- 


stitution] existed inasmuch as Congress is given exclu- 
sive legislative power over the seat of government. 


Chapter 5, §100, Code of the District of Columbia’ 


provides for acquisition of land in the District of Co- 
lumbia for use of the United States. 

“Condemnation of land for the United States; pro- 
ceedings by Attorney General in the Supreme Court. 
Whenever the head of any executive department or 
independent bureau or other officer of the United 


only simplifies our legal status but also, 
perhaps, gives our legislature a power 
over local affairs greater than that 
possessed by state legislatures, still our 
problem remains essentially that of 
other cities. 


It is, of course, possible that, because 
of the peculiar government of the Dis- 
trict of Columbia, the courts may decide 
that such an agency as The Alley Dwell- 
ing Authority has powers denied in cer- 
tain of the states to either federal or 
state agencies. Yet what we do must 
be sound economically, socially, and 
legally. If our proposals are sound in 
terms of present conditions, then we 
may hope that the courts will so inter- 
pret the Constitution as to give us the 
necessary freedom of action. 


The saving grace of the Constitution 
is that, additional to the provision for 
formal amendment, its language per- 
mits of new interpretation as need 
arises. This statement, despite its trite- 


States, or any board or commission of the United States, 
hereinafter referred to as the acquiring authority, has 
been, or hereafter shall be, authorized by law to acquire 
real property in the District of Columbia for the con- 
struction of any public building or work, or for parks, 
parkways, public playgrounds, or for any other public 
purpose, such acquiring authority shall be, and hereby 
is, authorized to acquire the same in the name of the 
United States by condemnation under judicial process 
whenever in the opinion of such acquiring authority 
it is necessary or advantageous so to do, etc.” 

3 “The notion of what is public use changes from time 
to time. Public use expands with the new needs created 
by the advance of civilization.” (State ex. rel. Twin 
City Building and Investment Co. v. Houghton, 144 Minn. 
1; 176 N. W. 159 (1919).) 

“Courts are not, and perhaps ought not to be, free 
from the influence of the circumstances which surround 
a case and the consequences which may flow from a 
particular decision.” Lewis, Law of Eminent Domain 

(Footnote $ continued on p. 356) 
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ness, bears repetition because there are 
those who refuse to recognize that the 
Constitution has the essential quality of 
flexibility, who would make it so rigid 
that adaptation to growth and develop- 
ment would, be} impossible and relief 
could be obtained only by constant re- 
vision or by discarding it entirely. Could 
these strict constructionists have had 
their way there would be no zoning 
regulation in the United States, for as 
recently as 1916 it was generally be- 
lieved the Constitution required that 
every law must apply equally through- 
out any given political entity. It re- 
quired years of painstaking presenta- 
tion to assure interpretations that make 
possible laws applying equally not to 
every property but to every property 
of the same kind. Liberalizing inter- 
pretations such as these are required 
for the phrase “public use.” 


Definition of “Public Use” 

As in the case of the “general welfare” 
clause, so in that of the words “‘public 
use,” the Constitution fortunately at- 
tempts no definition—fortunately be- 
cause the need for slum reclamation like 
that for swamp reclamation did not be- 
come evident until long after the Con- 
stitution was adopted. 

As “‘public use” is the key to the right 
of eminent domain, this lack of defini- 
tion, this freedom to re-interpret in 
accordance with need, is of vital im- 
portance to those who believe in the 


(Footnote 3 continued from p. 355) 
in the United States (Chicago: Callaghan & Co., 1909), 
3rd ed., Vol. 1, pp. 544-5, §275 (178). 

“That the land covered by this petition is to be used 
by a limited portion of the public is without question. 
The court holds, nevertheless, that the use here is a 
public use, i. e., to abolish disease breeding slums for 
the benefit of all the people of the state, and to furnish 
‘a limited portion of the public’ (readily ascertainable) 
living quarters which will prevent disease.” (Supreme 
Court of the State of New York, Special Term, Part 
II], April 12, 1935.) 

‘Nichols, Eminent Domain (Albany, 1917), 2nd ed., 
pp. 128 et seq. Also “many courts have recognized 
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maintenance of constitutional procedure. 
This freedom of interpretation naturally 
has resulted in two schools: (1) that 
which holds “‘public use” might be ex- 
pressed more clearly by the phrase “use 
by the public” and who, consequently, 
would limit its application to a use or 
right of use on the part of the public or 
some limited part of the public; and 
(2) that which believes “‘public use’’ is 
equivalent to public benefit, utility, or 
advantage. 

The first interpretation has the ad- 
vantage of definiteness. It leaves a court 
little discretion in deciding any case 
brought for review. But it has the dis- 
advantage of inescapable inconsistency. 
For strict adherence to this interpreta- 
tion would have deprived of their 
“public use” characteristic the sawmills 
and gristmills that from early colonial 
times utilized the power of eminent 
domain and whose right to this power 
has been upheld by the United States 
Supreme Court (Head v. Amoskeag 
Manufacturing Company, 113 U. S. 
g (1885)).4 

The second interpretation has the dis- 
advantage of indefiniteness. It leaves 
for the courts to determine what is a 
“public use.’> But it has the advantage 
of fitting that determination to con- 
temporary conditions. 

The inconsistency of a narrow, rigid 
interpretation of “‘public use” (making 
it equivalent to “use by the public”), 


the folly of attempting to lay down any hard and fast 
rule, and, while repudiating the dangerous doctrine 
that any enterprise which indirectly promotes the 
public welfare is necessarily a public use, have not 
attempted to confine the exercise of eminent domain 
to cases in which the public will have the right to use 
the property sought to be taken.” (Jdid., at 132.) 

5 “While the legislature can not make a use public 
by declaring it so, yet its declaration will be respected 
by the courts unless it is palpably without reasonable 
foundation. And the use will be scrutinized less closely 
when the property is vested in the state or some pub- 
lic agency than when it is vested in a private corpora- 
tion. (Lewis, op. cit., p. 499, §251 (138).) 
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with contemporary necessities was evi- 
dent from the beginning of our state and 
federal constitutions, but the issue was 
not submitted to court decision until 
1832 when in both Massachusetts and 
New Jersey the courts adopted a 
broader view.® As a result, not only in 
Massachusetts and New Jersey, but also 
in Connecticut, New Hampshire, and 
Indiana “the taking of land for water 
power for running any kind of mills or 
machinery is held to be for public use 
upon principle.”’ The constitutionality 
of acts for this purpose has been upheld 
in Iowa, Kansas, Maine, Minnesota, 
Nebraska and Wisconsin, but has been 
denied in Alabama, Georgia, Illinois, 
Michigan, New York, Vermont, Vir- 
ginia, and West Virginia.® 

There is then no agreement among the 
states and it may be assumed that court 
decisions were affected to some degree 
by varying local conditions. 


The Effect of Changing Conditions 


Today, because of changes that are 
affecting fundamentally our economic 
and social conditions, and, as a sequel 
are affecting our economic and social 
philosophy and our economic and social 
practices, the interpretation of the words 
“public use” and its application to the 
solution of serious urban problems have 
become of first importance. Because of 
the decreasing rate of population growth, 
of the probability of a static population 
within a few years, of the coincident 
wider distribution of urban population 


® Boston and Roxbury Mill Corporation v. Newman, 
12 Pick. 467, 476 (1832); Scudder v. Trenton Del. 
Falls Co., 1 N. J. Eq. 694 (1832). 

7 Lewis, op. cit., Vol. 1, pp. 548-51, §276 (179). 

8 Ibid. 

*See “Rent and Housing Conditions in the Dis- 
trict of Columbia,” Senate Document No. 125, Part 
2, 1934, Chapters II and III. See, “An Analysis of a 
Slum Area in Cleveland,” prepared by Howard Whipple 
Green and others for the Cleveland Metropolitan Hous- 
ing Authority (March 27, 1934). 
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as a result of distribution of centers of 
employment (caused in part. by sub- 
stitution of electric power for steam), 
and of improved means of transporta- 
tion, the growth and development of our 
cities and towns have been materially 
altered. In some, the total population 
is decreasing. In practically all the 
density of population is decreasing. At 
the same time property values in many 
of the older sections are declining 
largely because of shifts of population. 
Consequently traditional assumptions 
as to real property are no longer valid. 
Traditional practices do not produce 
the former results. One of the conse- 
quences of these changed conditions is 
the fact of decadent urban areas (slums, 
blighted districts) from which private 
enterprise as a constructive force has 
retired. These decadent areas are so 
numerous and so large, the community 
expenditures they necessitate are so 
great, that they have become a threat 
to municipal solvency.® So, if only as 
a matter of self-preservation, the cities 
must rid themselves of their decadent 
areas and must substitute areas that are 
sound and wholesome. For, in addition 
to the financial burden they impose, 
the decadent areas are focal points of 
disease,!® vice, delinquency, and de- 
pendency. Their physical condition 
makes them fertile breeding grounds 
for all that negatives the public welfare. 
Therefore, converting their sites to uses 
that will serve the public interest would 
be a “public use” irrespective of the 


10 “In such cases it is of no consequence whether the 
same result could have been reached without the exer- 
cise of any franchise from the government, and there is 
no requirement of ‘use by the public’ in the sense that 
the individual members of the public must have the 
right to use the land so taken. The use is by the public 
through its officers or agents, or by its enjoyment of 
greater safety, health, and comfort, and eminent do- 
main may unquestionably be employed for such pur- 
poses, although the public is to be rigorously excluded 
from the land taken.” (Nichols, op. cit., c. 44.) 
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particular use to which the area may 
subsequently be put.” 
The Alley Dwelling Act 

The Alley Dwelling Act! is in har- 
mony with this principle. For more 
than 70 years there has been general 
and official recognition of the fact that 
the inhabited alleys of the District are 
community liabilities, focal points of 
disease," vice, crime, and dependency. 
During that long period many efforts 
have been made to redeem them." 
The worst of the alley dwellings have 
been demolished. The alleys themselves 
have been paved, and sewers, water 
mains, street lights have been extended 
through them. Yet they have remained 
as before, centers of disease, vice, 
crime, and dependency. Then it was 
recognized that the trouble lay in the 
fact that they constitute hidden com- 

munities and that such hidden com- 
munities are hospitable to that which i is 


anti-social. 


11 When a fee simple estate is taken for public use, 
it may be either absolute or qualified. If absolute, 
then no individual has any interest in the land or its 
use, and it may be devoted to any purpose in the dis- 
cretion of the legislature, or even sold to private par- 
ties. (Lewis, op. cit., Vol. 1, p. 419, §211 (140).) 

12 Public, No. 307, 73rd Congress (1934). 

18 “Tt is uniformly conceded that the government of 
any sovereign state possesses the power to take for 
use or to take and destroy private property in behalf 
of the public health and safety, upon payment of just 
compensation.” (Nichols, op. cit., Vol. 1, p. 160.) 

4“Tt is true that these restrictive measures have 
been somewhat beneficial, but history and experience 
have shown that they were inadequate as a cure or to 
combat successfully the evils of the conditions they 
sought to remedy. Something constructive was essen- 
tial. For that purpose the Legislature has passed this 
law authorizing New York City Housing Authority 
to condemn land for government low-rental housing.] 
Great respect must be shown the deliberate findings 
of the Legislature of this state as to the conditions and 
the necessary remedy, particularly where all other 
remedies have failed. The need for this legislation is 
present.” (Decision of Mr. Justice Charles B. Mc- 
Laughlin, Supreme Court, Special term, Part III, 
New York County, April 12, 1935.) 

District of Columbia v. Nash, 57 Appeals D.C. 269 
(1927). The information filed therein charged the 
defendant with using as a dwelling, or residence, or 
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So in 1914 the Congress enacted a 
law decreeing that all alley dwellings 
must be vacated as dwellings within 
four years. On its attempt to enforce 
this law” the government was defeated. 
Since then the law has been inoperative. 
Even the demolition, under the police 
power, of individual insanitary build- 
ings has been checked." 

There is question as to the wisdom 
of merely vacating property, of making 
no provision for a constructive use. 
Recognizing this, the Alley’ Dwelling 
Act of 1934, having the same purpose 
as had preceding efforts—to safeguard 
public health, safety, and welfare—pro- 
vides for taking over the property 
(which is clearly described in the law) 
by a governmental agency, its replan- 
ning and redevelopment so that it may 
serve a purpose that is in the public 
interest, and its final disposition in 
accordance with that purpose.'? The 


place of abode, a certain building in Bassett’s Alley, 
said alley being less than 30 feet wide, and the build- 
ing not supplied with gas, water, and electric lights. 

The statute upon which this prosecution was based 
did not denounce this as a crime, but to the contrary 
merely prohibited use of a dwelling in an alley as 
defined, if the alley did not have water, gas, and light 
connections. 

16 In the case of Metzger v. Markham, the Court of 
Appeals (Jan. 3, 1911) reversed the case for the follow- 
ing reason: Metzger was the owner of a house that had 
been condemned because it was in an insanitary con- 
dition and a menace to the health and lives of the 
inhabitants. He did not go into court on the proposi- 
tion that the law was unconstitutional or that Congress 
had delegated judicial power to a commission, but 
rather on the question of damages and the Court of 
Appeals ruled that the lower Court should have ap- 
pointed a board or a commission to award him damages 
by reason of the condemnation of the house. 

17“They [the appellants] urge that the extent of 
the benefits which will be derived by private business 
organizations from the reservoir, its capacity and the 
point of regulation, together with the activity of private 
beneficiaries toward the creation of the district, show 
that power development is the primary purpose which 
the board had in view. Lastly they proclaim that 
conditions affecting public welfare, including public 
health and safety, will be improved only to a compara- 
tively minor extent. With this argument we can not 

(Footnote 17 continued on p. $59) 
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Act provides for just compensation to 
private owners whose property is taken 
under the power of eminent domain 
rather than under the police power. 

Long experience prompted the Alley 
Dwelling Act to utilize the power of 
eminent domain instead of the police 
power. The Act is applicable only to 
squares that contain inhabited alleys 
because during the years of agitation a 
clear understanding had developed con- 
cerning the social and economic menace 
of the inhabited alley. But, within this 
territorial limitation, the Act gives 
broad powers to the Authority that ad- 
ministers it. The Authority is author- 
ized: 

“To purchase or acquire by condemna- 
tion or gift, any land, buildings or structures, 
or any interest therein, situated in or adja- 
cent to any inhabited alley in the District 
of Columbia, and such other land, buildings 
or structures, or any interest therein, within 
any square containing an inhabited alley 
as he (it) may determine to be necessary 
for the replatting and improvement of said 
square pursuant to the provisions of this Act. 

“To replat any land acquired under this 
Act; to pave or repave any street or alley 
thereon; to construct sewers and water 
mains therein; to install street lights thereon; 
to demolish, move, or alter any buildings or 
structures situated thereon and erect such 
buildings or structures thereon as deemed 
advisable: Provided, however, That the 
same shall be done and performed in accord- 
ance with the laws and municipal regula- 
tions of the District of Columbia applicable 
thereto. 

“To lease, rent, maintain, equip, manage, 
exchange, sell, or convey any such lands, 
buildings, or structures upon such terms and 
conditions as he (it) may determine: Pro- 
vided, That if any such land is required for 
the purposes of the government of the Dis- 
trict of Columbia such land may be trans- 
ferred to the said government upon payment 


(Footnote 17 continued from p. 358) 
agree. Public health and safety are superior to other 
considerations, and their promotion in the measure 
shown in this case is sufficient justification for regulat- 
ing the flow of the waters in this district. Other inter-. 


to the Authority of the reasonable value 
thereof; and 

“To aid in providing, equipping, manag- 
ing, and maintaining houses and other 
buildings, improvements, and general com- 
munity utilities on the property acquired 
under the provisions of pic Act, by loans, 
upon such terms and conditions as he (it) 
may determine, to limited dividend corpo- 
rations whose dividends do not exceed 6 
per centum per annum, or to home owners 
to enable such corporations or home owners 
to acquire and develop sites on the property: 
Provided, however, That no loan shall be 
made at a lower rate of interest than 5 per 
centum per annum, and that all such loans 
shall be secured by reserving a first lien on 
the property involved for the benefit of the 
United States.” 


Lacking any of these powers the Au- 
thority would be unable to carry out the 
purposes of the Act. Attempts have 
been made to limit the power of ac- 
quisition to alley properties. If these 
had been successful, the Authority could 
do no more than bail out present alley 
landlords. For many alley properties 
are useless for any other than their 
present purpose if they cannot be united 
to some street property and the whole 
redeveloped as a unit. The power to 
replat the land is obviously necessary, 
as many alley holdings are in tiny par- 
cels. One of the services rendered by 
the Authority is in assembling these 
little parcels, many of which are in the 
hands of estates, others tax delinquent, 
some without known or recorded owner- 
ship. 

The power to lease, rent, maintain, 
equip, manage, exchange, sell, or con- 
vey is equally essential. Otherwise the 
land would, in many cases, lie vacant 
and unused, become again a community 
liability though in another form. Each 


ests have been benefited by the promotion of this pri- 


mary purpose. That does not matter.” (Board of 
Hudson River Regulating District v. Fonda, F. and G. R. 
Co. et al, 249 N. Y. 445; 164 N. E. 541, Court of 
Appeals of New York (1928). Opinion by O’Brien, J. 
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alley square is a separate problem. How 
it should be redeveloped depends largely 
upon the character of its neighborhood. 
How it should be disposed of, how and 
by whom owned and managed, depend 
largely upon the character of its develop- 
ment. To prevent its sale, when selling 
would aid in the proper development 
of its square or neighborhood, would be 
against the public interest. To compel 
its sale, when the evident result would 
be a new deterioration, would be equally 
against the public interest. Again, the 
conditions of the lease or sale must be 
governed by conditions. So far the 
Authority has made profits on its ac- 
quisitions. But it is conceivable, the 
probability has been admitted from the 
beginning, that some of its properties 
will be held, or will be disposed of at a 
loss. For it is to be remembered that the 
principal purpose of the Authority is to 
rid the District of Columbia of its hidden 
alley communities—in the words of the 
Act, “to provide for the discontinuance 
of the use as dwellings of buildings 


18 A release of June 24, 1936, entitled ““Accomplish- 
ments of the Alley Dwelling Authority,” sets forth 
further details regarding the policy of the Authority, 
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situated in alleys and to eliminate the 
hidden communities in inhabited alleys.” 
The intent of the Authority is to ac- 
complish this purpose and at the end to 
have either cash or assets at least equal 
to the appropriation with which it is 
working. But what it makes on some 
projects it may lose on others.!® 


Summary 

The existence of decadent areas (slums 
and blighted neighborhoods) is an eco- 
nomic and social handicap of major im- 
portance to our municipalities. At- 
tempts to deal with this situation under 
the police power have proved ineffective. 
There remains, then, use of the power of 
eminent domain. This power may be 
exercised in furtherance of a_ public 
use. It is a public use to reclaim a slum 
or blighted area that is proving a dis- 
astrous economic and social liability to 
its community. What use may be 
made of the property after fee simple has 
been secured by the reclamation agency 
is of no significance, provided that use 
tends to promote the public welfare. 
the extent of its purchases to date, the uses to which 


this property has been put, and some data on the 
financial position and prospects of the Authority. 





Severance Damages 


Relating to Electric 


Utilities 


By FRANK E. KRUESI 
I. Introduction 
A. General 


N SEVERAL states, municipalities 
| have the right to purchase through 

condemnation proceedings the util- 
ity property of the private company 
serving the community.! If the private 
company has an isolated power plant 
serving the community and does not 
have transmission lines connecting with 
other properties, determination of the 
compensation to be paid the utility 
company is relatively simple in that it 
relates primarily to finding the fair value 
of the property to be actually taken. 

In most instances, however, commu- 
nities are served by means of a trans- 
mission line system, by which the com- 
pany serves a relatively large number 
of communities from a few power plants, 
all interconnected by means of trans- 
mission lines. It is also common practice 
for a private company to have one gen- 
eral office and a few district offices to 
operate the whole system. Under these 
conditions all communities served, to- 
gether with the transmission system and 
generating plants, become an organized 
unit within which all parts are interde- 
pendent, and the plan of operation must 
be carefully adjusted to secure the great- 
est overall economy. When one com- 
munity elects to sever itself from such a 
system, much more is involved than 
merely the purchase of the particular 

* President, Central Power Co., Grand Island, Neb. 
and In Charge of Rates, Middle West Service Co., 
Chicago, respectively. 


1In some jurisdictions, notably Wisconsin, the prin- 
ciple of contract rather than the principle of condemna- 


tion has been held to enter into the question of the’ 


and EDWIN VENNARD* 


distribution system located within the 
corporate limits of that community. 
Loss sustained by the company re- 
sulting from damage to the company 
and to the balance of its interconnected 
system, through severance of a part of 
the business only, is known as severance 
damage. The severance damages re- 
ferred to in many of the condemnation 
and purchase cases that have come be- 
fore commissions and courts relate to 
repairing the severed transmission and 
distribution lines of the company. It 
is not the purpose of this discussion to 
deal with this “mending of dead ends.” 
The purpose is to deal primarily with 
the damage to the property not taken 
and damage to the company’s opera- 
tions, and to show that severance dam- 
ages constitute an actual and substan- 
tial loss, and by reference to specific 
cases to show that such loss has been 
recognized by commissions and courts 
and that compensation has been allowed. 
The conditions upon which claims for 
severance damages have been based are 
analyzed to show the soundness of some 
of these claims and also to show wherein 
some of the claims are faulty. To illus- 
trate the conditions involved in such 
claims for severance damages, a hypo- 
thetical electric utility company is set 
up and the severance of a specific part 
of its property is assumed. The correct- 
ness of the method for determining ade- 
quate severance damages as developed 
in the analysis is then tested by comput- 


acquisition of the property of a private company by 
a municipality. (See Connell v. Kaukauna, 164 Wis. 
471 (1871) and more especially the recent case of Wis. 
P. & L. Go. 0. Public Service Commission, 219 Wis. 
104 (1935).) 
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ing the damages to this hypothetical 
company and noting whether the com- 
pany’s financial position after severance 
is fully restored by receipt of the amount 
so computed. The subject is treated 
from an engineering standpoint, and 
the commission or court cases cited 
have been selected to illustrate the 
points developed in the analysis. 
B. Hypothetical Case 

Specific conditions are assumed for a 
hypothetical electric utility company 
for the sake of simplifying the problem 
as much as possible. 

Figure I is a diagram of this hypo- 
thetical utility system, serving five 
communities from one power plant, 
with investment and operating condi- 
tions as follows: 

Total system investment 

Distribution investment 

Power pool investment (power 
plant, transmission lines, and 
substations) 

Total annual gross operating 
revenue 

Total kilowatt 
power pool 

Power pool investment per kil- 
owatt of capacity 

System peak demand in kilo- 


$5 ,000 ,000 


capacity of 


Power pool investment per kil- 

owatt of system peak demand 
Operating load factor of system 
Kilowatt-hours generated per 


Total operating expense, includ- 
ing taxes 

Operating ratio 

Balance for interest and depre- 
ciation 

Per cent earned on investment 
for interest and depreciation 

Per cent of depreciation 3% 

Per cent return on investment. 71% 


The system peak demand of 15,000 
kws. involves some diversity among the 
maximum demands at the substations 
serving the different towns. The sum 
of the local substation maximum de- 


10% 
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FIGURE I 
DIAGRAM OF SYSTEM 
HYPOTHETICAL COMPANY 


8 
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© COMMUNITY SERVED 














mands is 17,500 kws., and the diversity 
factor is therefore: 
17,500 
=1.166 
15 ,000 
Prior to building the transmission- 
line system, Communities C and D had 
no electric service; Community E had 
part-time service. The transmission 
system has enabled all communities to 
have adequate, reliable, full-time serv- 
ice. The transmission system, with the 
single power plant, was built because 
it was more economical than the alter- 
nate method of providing small, isolated 
power plants in each community. Com- 
munity A has a load factor of 42%; the 
system has a load factor of 50%. The 
diversity of loads between communities 
causes this increase in load factor, 
thereby reducing the plant capacity 
and stand-by necessary for each com- 
munity. Interconnection of transmis- 
sion lines provides two- or three-way 
service to each community, thus reduc- 
ing the hazard of interruptions to serv- 
ice. The system as an organized unit 
has been well-planned and constructed, 
and the plan of operation has been cor- 
rectly adjusted to secure the greatest 
economy and lowest-cost service to all 
the communities. 











SEVERANCE DAMAGES 


The following assumptions are made 
as to Community A, which desires to 
sever its connection with the balance of 
the system: 


Distribution investment 
Total annual gross operating 
revenue “es 
Kilowatt-hours available for 
sale per year 
Operating load factor 
Kilowatt demand 
Kilowatt of system peak 
chargeable to Community 
A is the maximum demand 
at the local substation di- 3,500 
vided by the diversity fac- = 3,000 
tor of the total system load 1 .166 
Portion of power pool invest- 
ment chargeable to Commu- 
nity A: 
(3 000 
X § ,000 ,000) 
Ce 
Operating ratio, taking into ac- 
count the percentage of gen- 
eral office and overhead ex- 
pense chargeable to Commu- 


50% 


By charging 3,000 kws. against Com- 
munity A, which has a local maximum 
demand of 3,500 kws., this community 
is given the benefit of the combined 
system operation whereby a smaller 
power plant capacity is needed to serve 
five towns on an interconnected system 
than if each were served by an individual 
plant. 

Community A has received the bene- 
fits accruing from its combination with 
the other communities. Its ratepayers 
have therefore incurred the responsi- 
bility of considering the rights of rate- 
payers in other communities who have 
contributed to those benefits. When it 
elects to purchase the particular part 
of the system which happens to lie 
within its own corporate limits and thus 
sever its service from that of the inter- 
connected system, the rights of all other 
ratepayers on the system are directly 
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involved, as reflected in the ability of 
the company to continue to supply the 
same quality of service at the same cost. 

The problem of determining the just 
compensation to be paid the company 
by Community A may be generally 
divided into three parts: 


1. Value of property to be actually taken; 

2. Cost of repairing severed portion of 
company’s transmission lines; 

3. Severance damages, or damages to 
property not taken. 


C. Value of Property Actually to be Taken 


The value of the property to be taken 
is readily obtainable by accepted meth- 
ods of appraisal in which consideration 
is given to historical cost, prudent in- 
vestment, cost of reproduction new, de- 
preciated or present value, and to recog- 
nized overheads, such as legal expenses 
during construction, engineering and 
supervision, and “going concern” value. 


D. Cost of Repairing Severed 
Transmission Lines 


In like manner, the cost of repairing 
the severed portion of transmission 
lines can be determined without partic- 
ular difficulty. This may be composed 
of the cost of building a transmission 
line outside the corporate limits of Com- 
munity A to take the place of the line 
located within the municipality. This 
may also include the cost to the com- 
pany of building lines necessary to 
supply rural or other customers served 
from the main distribution system. This 
service to rural customers is of increas- 
ing importance as a result of the stress 
now being placed on rural electrification. 
The municipality may not be allowed 
by law to extend service beyond the 
corporate limits or may not desire to do 
so, because of the relatively lean terri- 
tory in rural sections. In some cases, 
these costs have been termed “‘severance 
damages.” These are, in a_ sense, 
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severance damages, but that is not the 

sense in which the term is used here. 

This discussion will be limited to sever- 

ance damages in the sense of “damage 

to property not taken.” 

II. Severance Damages, or Damages to 
Property Not Taken 


When Community A elects to acquire 
from the company the distribution 
system within the city limits, it at the 
same time proposes to leave to the com- 
pany the rest of its property, including 
(1) the entire generating and transmis- 
sion system, part of which has been 
built to supply Community A, and 
(2) the entire operating organization 
planned and adjusted for economical 
supply of service to all the communities. 
These severance damages, or losses sus- 
tained by the company in the remainder 
of its system when such a part is re- 
moved,” are usually difficult to deter- 
mine, but the losses are real and fre- 
quently represent a substantial amount. 
The mere fact that it is difficult to de- 
termine the amount of damages should 
not result in a failure to recognize that 
they exist and are due for just compen- 
sation. 

When this problem presents itself, the 
two principal questions involved are: 

A. Should severance damages be allowed? 

B. How should severance damages be 

determined? 
A. Should Severance Damages 
Be Allowed? 


A study of the effect on the hypo- 
thetical company will illustrate the 
damage which will result if Community 
A purchases the distribution system, 
and thus deprives the company of its 

2 Analogy is frequently drawn between compensation 
due a utility company on account of the purchase of a 
part of its property by a municipality and the com- 
pensation due a land owner for the taking of a part of 
his property for a public right-of-way. In such cases 


it has been common practice to consider as part of the 
compensation due the owner a sum to cover reduction 
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gross revenue in this community, with- 
out consideration of the fixed power pool 
investment and general office expense. 
The following figures illustrate the 
condition of the company after sever- 
ance of Community A, assuming no 
allowance for severance damages: 


Total system investment (less 
Community A _ distribution 
lines) 

Total annual gross operating 
revenue (less Community A 
revenue) 

Kilowatt-hours generated per 
year (less Community A kil- 
owatt-hours) 

Operating load factor of system* 

System peak demand in kilo- 


$1 ,600 ,000 


52 ,000 ,000 
48% 


12,400 

Total operating expense includ- 
ing taxesf 

Operating ratio 

Balance * interest and depre- 
ciation 

Per cent earned on investment 
for interest and depreciation 

Per cent for depreciation 

Per cent return on investment. 


$900 ,c00 
56% 


$700 ,000 


7.80% 
3.00% 
4.80% 

* This assumes that Community A will cause a decrease in 
the company’s system operating load factor. 

+ Operating expenses saved by the company through elim- 
ination of its business in Community A will not be in pro- 
portion to the operating ratio, since general office and district 
office expenses are more or less fixed. The expenses elim- 
inated will be approximately 25% of the gross income (25% 
X $400,000 = $100,000). 

In other words, the company’s net 
return on its remaining investment has 
been reduced from 7% to 4.8% by reason 
of the purchase, by Community A, of 
the local distribution system and its 
severance from the company’s inter- 
connected system. If the company had 
been allowed 7% return on its invest- 
ment before severance of its property, 
it is reasonable to assume that it should 


be allowed 7% return on its investment 


in value of the property remaining after the taking. 
(See San Francisco A. & S. R. Co. v. Caldwell, 31 Cal. 
368 (1866); Grand Rapids Booming Co. 0. Farvis, 30 
Mich. 308 (1874); Eachus v. Los Angeles Consol. Elec. 
Ry. Co., 103 Cal. 614 (1894); Krier v. Milwaukee North- 
ern R. Co., 139 Wis. 207 (1909); Bigelow v. West Wis- 
consin Ry. Co., 27 Wis. 478 (1871); Parks 0. W.C.R. 
Co., 33 Wis. 413 (1873). 





SEVERANCE DAMAGES 


after severance. To make the adjust- 
ment, it would be necessary for the 
company to raise its rates in other com- 
munities served. If it should not raise 
its rates, certainly this loss in net in- 
come would make rate reductions less 
likely in other communities and so, in 
any event, the ratepayers of the other 
communities pay for the action of Com- 
munity A in acquiring the company’s 
property. 

This damage to the company may be 
divided into two general classifications: 


1. Damage to the company’s generating 
and transmission equipment which had pre- 
viously been chargeable to the community 
severing its connections by reason of the 
fact that such property will be rendered less 
used, useful, and profitable until an equiva- 
lent load is recovered. 

2. Damage to the company’s generating 
and transmission equipment which has been 
chargeable to the territory not taken as 
well as the distribution systems in that 
territory by reason of the fact that such 
property is rendered less profitable and 
therefore less valuable until such time as 
complete recovery is realized, and perhaps 
indefinitely. 


This second damage results from two 
possible and probable conditions: 


a. The severance will probably cause an 
increase in the company’s operating ratio 
by reason of the fixed expense in general 
office and district office, which cannot be 
entirely eliminated when part of the system 
is eliminated. 

b. The severance will probably (although 
it may not) cause a decrease in the com- 
pany’s system load factor by reason of the 
change in diversity. An example of this 
will illustrate: It is generally recognized 
that the lighting load of a company enables 
lower power rates than would be possible 
if there were no lighting business; conversely, 
the company’s power load enables lower 
lighting rates than would be possible other- 
wise. This element of diversity is an im- 
portant one in rate-making. In all prob- 
ability the severance of part of the com- 
pany’s system will upset this diversity, 
thereby making it less remunerative for the 
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company to supply its remaining customers 
at existing rates by reason of the increased 
investment per kilowatt of demand. 


This second damage to the company 
results in an increased cost to the com- 
pany for each kilowatt-hour sold to its 
remaining customers. A city may claim 
that it is not legally responsible for this 
increased operating cost, and that the 
company has recourse to the commis- 
sion and the courts for increased rates, 
if necessary. The legal questions will 
depend on the statutes in the particular 
states involved, but the point is: There 
is damage to the company both as to 
Item 1 and as to Item 2 and, if the 
company is to obtain just compensa- 
tion, all factors entering into the damage 
should be taken into account. 

Severance damages may be more ap- 
parent if consideration is given to the 
ultimate result should all cities exercise 
the right to purchase distribution sys- 
tems without consideration of damage 
to the company’s property not taken. 
If it is right for Community A to exer- 
cise its powers to acquire its local dis- 
tribution system, in like manner Com- 
munities B, C, D, and E have the same 
right. If all such communities should 
purchase the distribution systems only, 
the company would be left with its 
power plant and transmission lines 
(representing an investment over $5,- 
000,000) but without any customers, 
although this investment was made for 
the purpose of serving its customers and 
generally under the jurisdiction and 
with the sanction of the public service 
commission. While not an element of 
loss to the company, the other commu- 
nities also suffer by reason of the in- 
creased tax burden in such communities 
caused by transfer of property in Com- 
munity A to the tax-exempt class. 

City Agrees to Purchase Energy Whole- 
sale. It is sometimes argued, especially 
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by cities acquiring distribution systems, 
that purchase of power and energy at 
wholesale from the company eliminates 
severance damages in that, by so doing, 
the company is relieved of the idle 
capacity. This is not true for a number 
of reasons. 

The wholesale business does not have 
the same permanence and reliability 
that characterizes retail business and, 
even under a long-term contract, there 
is a greater element of risk in whole- 
sale business. The city may agree, at 
the time of acquisition, to purchase 
energy from the company at wholesale 
and later find that it cannot continue 
the purchase. Just compensation for 
damages must be determined from the 
facts existing at the time of taking,’ 
rather than from what the taker offers 
to do in the future.* 

The rule in eminent domain cases is 
that the damages cannot be reduced or 
mitigated by any consideration of future 
advantage to the owner which the con- 
demner is not under any obligation to 
concede; and evidence based on such 
claim and advantage is inadmissible.® 

The building of a unit company, such 
as the hypothetical case, has economic 
advantages that may be reflected in 
the company’s rate structure, but such 
acquisition often requires that the com- 
pany pay a relatively high price for 
some of the local distribution systems. 
The situation is not unlike that of a 
block of city lots, owned by different 
people, as a site for a manufacturing 
plant. When it becomes necessary that 
all blocks be placed under a single 
ownership, a relatively high price may 
be necessary for the purchase of some 
of the blocks; yet the value of all lots 

3 Driver v. W.U.R. Co., 32 Wis. 569 (1873); Aspinwall 
o. C. & NW. Ry. Co., 41 Wis. 474 (1877); Lyon 0. 
G.B. & M.R. Co., 42 Wis. 538 (1877). 

4See Puget Sound P. & L. Co. 0. Puyallup, 51 Fed. 
(2d) 696, 697 (1931). 
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under a single ownership is greater than 
the aggregate of the value of separate 
lots under various ownerships. 

If the company is required to pay a 
relatively high price for a local distribu- 
tion system, it does so in anticipation 
of its ability to build the retail business 
to a point where the price would be 
justified by the revenue. Municipalities 
are, as a rule, less aggressive in building 
retail load. A change from retail distri- 
bution to wholesale business eliminates 
the company’s load-building possibil- 
ities. As a consequence, the earning 
power of the property is reduced and a 
proportionate loss in property value is 
imposed upon the company. 

Even if the company does not suffer 
from temporary, idle capacity, it will 
still be damaged in its operations in 
that the company’s expense will not 
decrease in proportion to its gross in- 
come. The company’s gross income at 
wholesale may be as low as % or % of 
the retail business. The company’s 
operating organization is set up for 
retail business. It would not be prac- 
tical for the company to reduce its 
various departments, such as operating, 
engineering, purchasing, new business, 
and so on, in proportion to its loss in 
retail business. This continued expense 
will result in a decrease in net earnings 
by reason of the change from retail to 
wholesale business in one community. 
Either the ratepayers in the other com- 
munities or the company’s security 
holders, or both, must suffer. 

An examination of the hypothetical 
case will illustrate this operating dam- 
age: 

Average rate per kilowatt- 


hour before severance ($2,- 
3 .08¢ 
520 C.J., pp. 766, et seg., J 1161; see also Boston 


Chamber of Commerce v. Boston, 217 U.S. 189 at 195 
(1910) and U.S. v. Chandler-Dunbar Water Pr. Co., 


229 U.S. 53 (1913). 





than 
arate 


ay a 
ribu- 
ation 
iness 
d be 
lities 
ding 
istri- 
lates 
sibil- 
ning 
nda 
ue is 


uffer 
will 
iS in 
not 
5 in- 
1e at 
14 of 
iny’s 

for 
orac- 
> its 
ting, 
ness, 
ss in 
yense 
lings 
il to 
nity. 
com- 
irity 


tical 
lam- 


» .08¢ 


Boston 


at 195 
r, Co., 


SEVERANCE DAMAGES 367 


Assumed average wholesale rate 
to Community A (3,500 kws. 
at 42% load factor) 

Gross income to company from 
wholesale business in Com- 
munity A (1.3cX 13,000,000 
kilowatt-hours) 

Gross income to company after 
severance, and including the 
wholesale gross income to 
Community A 

Total operating expense, in- 
cluding taxes* 

Balance for interest and depre- 
ciation 

Per cent on investment for in- 
terest and depreciation 

Per cent for depreciation 

Per cent return on investment. . 


$1 ,769 ,000 
$965 ,000 
$804 ,000 


8 .93% 
3.00% 
5 -93% 
*This assumes that the company will only save $35,000, 
repeneentang the local retail operating expense of Communit; 
A. When Community A was assumed to be entirely severe 
the saving in operating expense was $100,000, representing the 


$35,000 local expense plus $65,000 energy production cost. 
This is a production cost of five mills. 


In other words, although the city pur- 
chases energy wholesale from the com- 
pany, the company suffers a reduction 
in its net return from 7% to 5.93%. 

B. How Should Severance Damages 

Be Determined? 

So many factors enter into a deter- 
mination of severance damages that it 
is dificult to place an actual value 
upon them. At best the damage is an 
estimate. Various methods and theories 
have been advanced in the cases that 
have come before commissions, prob- 
ably the most important being before 
the California Commission.® The great 
differences that have existed in the esti- 
mates of the various interested parties 
give some indication of the difficulty of 
arriving at a just and reasonable amount. 
In the case of the City of Los Angeles 
v. Southern California Edison Company,’ 
before the California Railroad Commis- 
sion in 1916, both parties agreed that 

SSee Eachus v. Los Angeles Consol. Elec. Ry. Co., 
supra n. 2; Re Los Angeles, P.U.R. 1916 F 593; Re Los 
Angeles, P.U.R. 1929 C 389; San Francisco 0. Pacific 


G. & E. Co., P.U.R. 1929 E 529; Santa Monica, 7 
Cal. R.C.R. 463; San Diego, 7 Cal. R.C.R. 305. 


severance damages should be allowed; 
yet the final claim of the Edison Com- 
pany for severance damages was $10,- 
706,236, while the City contended that 
the maximum allowance which could 
properly be made was $414,035. In 
this case the Company claimed a present 
value of physical property to be taken 
by the City of $4,200,000 (exclusive of 
overheads).® 

Table I summarizes some of the sever- 
ance damages claimed by companies and 
the relation to the companies’ claims 
as to value of the property. It was the 
experience of the companies presenting 
these estimates that the magnitude of 
estimated damages in comparison with 


SumMary OF TypIcaAL Ci.AIMs FoR SEVER- 
ANCE DAMAGES 


Taste I. 








| Vaiue ot 


Physical 


Property 
'To Be Taken, 
Including 
Overheads 
Company 
Claims 


Severance 

ou 
ompany 
Clams 





City of Los Angeles v. So. 
California Edison Co. 
(1916) 

San Francisco v. Pacific 

Past E. Co. 


3 4,750,000 
34,621,644 
44,974 


$10, 706, 236 
27,236,114 


165,000 





Marion, Wisconsin, v. 
Wisconsin P. & L. Co. 





34,651 50,559 





value of physical property taken ap- 
peared so high as to cast doubt on their 
entire case. The element of risk enter- 
ing into any business enterprise had not 
been taken into account. For a time 
there will result a loss to the company 
but only until such time as new business 
is secured equivalent in amount and 
load factor to the business that has 
been taken from it.®* 

Two distinct theories of arriving at 

7 Re Los Angeles, P.U.R. 1916 F 593 at 613, 614. 

8See also San Francisco v. Pacific G. & E. Co., 
supra n. 6 at 550-2. 


88 At the end of June, 1936 there appeared in England 


the report * the McGowan Committee on Electricity 
Footnote 8a continued on page $68) 





368 


just compensation have been presented 
in cases where a municipality has ac- 
quired, from a utility, certain land, 
property, and rights. The first theory 
is that the value of a utility property 


depends upon, and should be measured ' 


by, its income. The estimated net 
revenue of the property during the first 
year after the date of valuation is capi- 
talized at the average yield of money 
invested in the company’s securities out- 
standing at market prices at the date of 
filing the application. In other words, 
if the average yield of the money in- 
vested in the company is 7%, the net 
annual revenue, from property to be 
acquired, capitalized at 7%, is a measure 
of property value. The second method 
provides for a more detailed determina- 
tion of just compensation, involving the 
present fair value of the property taken 
and an estimate of the damage to the 
property not taken. 

Income Theory. The income theory 
has been advanced in a number of cases, 
particularly before the California Com- 
mission.® Concerning this theory the 
Commission concluded that as a measure 
of value it was too unstable and in- 
definite and consequently should not 
be used.!° 

Itemized Damages. The second method, 
providing for a more detailed deter- 
mination of just compensation, has 
been used by a number of companies. 
Some claims under the second method 
have not met with favor on the part of 
regulatory bodies for reasons worthy of 
review. Methods that have been thought 
unreasonable will first be discussed, fol- 
lowed by a method that is thought to 
be reasonable. 


The following list shows the question- 
(Footnote 8a continued from page 367) 
Distribution. Consolidations in England are proposed 
to be compulsory as to properties selling less than 
10,000,000 kwhs. annually. In order that compulsory 
sales shall not be unfair to owners, the plan provides 
that the owners be paid capital cost less depreciation, 
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able items and factors that have been 
used, or may be used, as contributing 
toward severance damages: 


1. Investment in power pool made idle 
by severance. 

2. Investment in power plant to supply 
community purchasing distribution system. 

3. Capitalization of possible future earn- 
ings. 

4. Capitalization of new business expense 
necessary to obtain new load. 

5. Reduced employees’ efficiency. 


I. Investment in Power Pool Made 
Idle by Severance. When a community, 
such as A in the hypothetical case, ac- 
quires a local distribution system, a 
portion of the power pool of the com- 
pany is made idle by reason of severance. 
The first impulse has apparently been 
to determine the investment in the 
power pool thus made idle and to name 
this as part of the severance damage. In 
the example, for instance, Community 
A has a kilowatt-demand of 3,500 kws., 
with 3,000 kws. effective in producing 
the system peak demand on the com- 
pany’s power pool. The company’s 
total investment in the power pool is 
$333 per kilowatt of system peak de- 
mand. On this basis, the investment in 
the power pool, chargeable to Commu- 
nity A, is $1,000,000 (3,000 x $333). 
This is as much as the entire cost of the 
distribution system acquired by the 
city. Here the city is requested to pur- 
chase from the company something that 
the city cannot receive. It is true that 
this investment was made to serve the 
particular city, but it does not neces- 
sarily follow that a company will be 
unable to use this investment for other 
purposes. This is particularly true in 
view of the expanding nature of the 
plus severance damages, if any, plus loss of future 
profits under the existing grant. 

9 Los Angeles 0. So. Cal, Edison Co., P.U.R. 1929 
C 389 at 393; San Francisco v. Pacific G. & E. Co., 


P.U.R. 1929 E 529 at 534. 
10 See also the Puget Sound case, supra n. 4. 
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utility business in its present stage. For 
these reasons this method of determin- 
ing a part of the severance damages has 
not been allowed in any of the cases 
reviewed. 

2. Investment in Power Plant to Supply 
Community Purchasing Distribution Sys- 
tem. This method is based on the invest- 
ment in a local power plant that would 
have to be provided to supply the par- 
ticular community. Community A, for 
instance, has a_ kilowatt-demand of 
3,500 kws. Considering 40% stand-by, 
this would require a power plant of 
4,900 kws.; at an investment cost of 
$150 per kilowatt of capacity, this would 
require an investment of $735,000. It is 
argued by proponents of this method 
that the company is entitled to receive 
damages in this amount, as it has al- 
ready invested in power plant capacity 
to supply the city, and this represents 
the best means the city can employ in 
duplicating that capacity. Obviously 
this has met with disfavor in that, as 
in the case above, the city is, in effect, 
purchasing a power plant which it does 
not receive. It is paying the company 
outright for a certain block of capacity 
that may be, and probably will be, used 
for other purposes. 

3. Capitalization of Possible Future 
Earnings. Although there has been a 
strong contention in some of the prin- 
cipal cases for payment of severance 
damages on this basis, it has not been 
allowed because of the uncertainties of 
the method and because it assumes a 
constant rate of return and no risk. 

4. Capitalization of New Business 
Expense Necessary to Obtain New Load. 
This method has probably not been 
used, but may have some merit. Electric 
utilities have not yet a high degree of 
load saturation in some classes of busi- 
ness. Some companies estimate that 
they can afford to spend, in obtaining 
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new business, 50% of the estimated 
annual revenue of the new business so 
obtained. One kilowatt in new business, 
for instance, may bring an estimated 
annual revenue of $50. On the basis of 
50% as the cost of obtaining this business, 
that company can afford to spend $25 
in obtaining this one kilowatt. On this 
basis, if the company has lost 3,500 
kws. through severance of Community 
A, it may spend $87,500 in developing 
3,500 additional kilowatts. 

5. Reduced Employees’ Efficiency. In 
one case a company made a claim of 
about $4,500,000 as damages because of 
“reduced employees’ efficiency.” The 
argument was that condemnation and 
purchase, by a municipality, of part of 
the company’s system and the opera- 
tion of a municipal project in the com- 
pany’s midst would have a tendency to 
upset the morale of the company’s organ- 
ization and thereby reduce its efficiency. 
The amount of damage claimed was 
arrived at by estimating the increased 
operating expenses caused by reduced 
efficiency, and capitalizing them. The 
commission before whom the case was 
heard rejected the claim. 


Reasonable Method of Computing 
Severance Damages 


Recognizing the existence of severance 
damages, there now follows a discussion 


of what is considered a_ reasonable 
method of arriving at a just compensa- 
tion. Some items included here as part 
of the damages have been allowed by 
commissions, while others have not. It 
is believed that all are worthy of con- 
sideration, local conditions, of course, 
determining the weight to be placed on 
each. 

1. Capitalization of fixed charges on in- 
vestment in equipment rendered tempo- 
rarily idle. 

a. Time for recovery. 
b. Damages caused by idle investment. 
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2. Capitalization of loss through decreased 
operating load factor. 

3. Capitalization of loss through increased 
operating ratio. 


1. Capitalization of Fixed Charges on 
Investment in Equipment Rendered Tem- 
porarily Idle. Referring again to the 
hypothetical case, the maximum demand 
of the severed community is 3,500 kws. 
and, with the system diversity as indi- 
cated, 3,000 kws. of power plant capac- 
ity are left idle by severance of Com- 
munity A’s load of 3,500 kws. This 
diversity could result from a large num- 
ber of combinations of the loads of five 
towns on an interconnected system, and 
perhaps no specific combination can be 
called typical. One possible combina- 





"FIGURE IT , 
SYSTEM LOAD CURVE, HYPOTHETICAL COMPANY 


| SYSTEM PEAK WITH 5 TOWNS 15,000 KW. 
2 SYSTEM PEAK WITHOUT COMMUNITY A 12,400 Kw, 
3° MAXIMUM LOAD OF EACH COMMUNITY AT SYSTEM PEAK 
A 3,000KW. 0D 2,571 KW. 
8 4286KW. E 3,429KW. 
Cc L714Kw, 
4 MAXIMUM LOAD OF EACH COMMUNITY 
A 3,500KW. D 3,000 Kw. 
5,000KW. €E 4000 KW. 
€ 2,000 kw. 


4 s 7 8 a 0 u 
i PM. 
! 7 ES ES OM eam 











tion, however, is shown on Chart II, 
which will help to visualize the condi- 
tions assumed. This chart shows the 
load curves of each of the five towns 
during the period of the day when maxi- 
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mum demands are most likely to occur 
and also shows how the five loads com- 
bine into the system load curve and pro- 
duce the system peak. 

In the chart the following facts are 
graphically shown: 


1. The system peak, with all five towns 
in the system, is 15,000 kws. and occurs 
between 5 and 6 P. M. 

2. The sum of the maximum peaks of the 
local town substations is 17,500 kws. These 
peaks occur at different times so that only 
15,000 kws. of power plant capacity are re- 
quired to supply the aggregate load of 
17,500 kws., or .857 kw. of power plant 
capacity for each kilowatt of aggregate 
load. This illustrates the diversity of 

17 5500 
=1 1666. 
15 ,000 

In practice all loads in an interconnected 
system that do not have positive off-peak 
characteristics are given credit for equal 
contributions to the system diversity so that 
the combination of loads shown on the chart 
will illustrate the principle as accurately as 
any other combination. 

3. Community A has a maximum load of 
3,500 kws., which occurs between 6 and 7 
P.M. Between 5 and 6 P.M. at the time of 
the system peak, Community A has a load 
of only 3,000 kws. 

4. When Community A is severed, the 
system peak occurs one hour earlier and 
drops to 12,400 kws., a decrease of 2,600 kws. 


Table II presents load statistics for 
the individual communities which are 
the basis for the load curves on Chart II. 

It has been argued that no considera- 
tion should be given to the fact that the 
company may obtain new business 
equivalent to that lost, that the busi- 
ness in Community A is lost forever and 
any new business secured would be ob- 
tained regardless of the actions of Com- 
munity A. This argument has not met 
with favor. 

For each kilowatt of new business 
secured, the company must provide ad- 
ditional power pool capacity of .857 
kw. at an investment of $333 per kilo- 
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TaBLe II. Loap Statistics, By CoMMUNITIES 











Annual 
Kwhs. 


Individual Contribution 
Town to 
Maximum System Peak 
Loads (Kws.) (Kws.) 


Load 
Factor 





Community A 
Community B 
Community C 
Community D 
Community Es... 26... coke cc eee 


13,000,000 
18, 432, 500 
7,200,000 
II, 314,900 
15,052,600 


42% 
42% 
4 
4370 
43% 


3,000 
4,286 
1,714 
2,571 
3+429 


3,500 
5,000 
2,000 
3,000 
4,000 








Ao oot gs eee rh aay 65,000,000 











17, 500 15,000 50% 





watt of such capacity. In practice, the 
units of additional plant capacity are 
on a larger scale, but, considering the 
increment basis, each kilowatt of new 
business requires an investment of $333. 
If the company loses the 3,500 kws. in 
Community A, it can use the idle capac- 
ity to supply 3,000 kws. of new busi- 
ness. The city should pay the com- 
pany damages during the period of this 
temporary idleness, but it should not 
be assumed that this loss to the com- 
pany is a permanent one. The difficult 
problem is in the determination of this 
period of time. It depends on a number 
of factors, including general business 
conditions, nature of territory served, 
cost of obtaining new business, degree 
of saturation, ability of customers to 
pay, and competition." 

a. Time for Recovery. How long will 
it require the company to regain the 
3,500 kws. lost by severance of Com- 
munity A? This period of time is at 
best an estimate. Determination of this 
period, however, is the key to determin- 
ing the damages. If it were possible 
to know future developments, there 
would be little difficulty in determining 
this period of time; unfortunately, that 
is impossible. There will come a time 
in the future, however, when this 
period is actually known. For example, 


"In Puget Sound Power and Light Company 0. 
Puyallup, supra n. 4, the court allowed no severance 
damage for this item because it was shown that the 
loss of the Puyallup load was so small in proportion 
to total load of the system as to be negligible at the 


six years from the present the records 
of the company may show that complete 
recovery of the 3,500 kws. was realized 
in five years. 

If the parties involved are unable to 
agree on an estimate of this time of 
recovery, probably some plan can be 
worked out to adjust the damages, at 
some future date, after the period of 
time is definitely known. A five-year 
recovery period may be agreed upon ten- 
tatively, and damages may be calcu- 
lated on this basis. The city then pays 
the company such damages, subject to 
adjustment one way or the other, after 
the period is definitely known. The 
parties can agree as to the method of 
determining the adjustment, such as 
fixed charges, operating expenses, etc., 
and a suitable contract entered into. 
If the future proves that recovery is 
realized in three years, then the city is 
entitled to reimbursement of part of 
the damages paid the company; in like 
manner, if the future proves that re- 
covery is not realized in five years, then 
the company is entitled to collect addi- 
tional damages from the city. 

If this method does not meet with 
favor and the parties are still unable to 
agree on this estimate of time, it would 
not be difficult to work out a mathe- 
matical formula providing for annual 


time in question, when the company had insufficient 
spare generating capacity and business conditions 
were such that it would quickly recover any such 
load lost. 
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damages to be paid the company by 
the city, one of the variables in the 
formula being the period of time. This 
latter plan has the disadvantage, to the 
company, in that it is sometimes diffi- 
cult to collect from the city, particu- 
larly if the city finds itself without funds 
and if the municipal project has not 
been as successful as contemplated. 

For purposes of this discussion it will 
be assumed that the parties can agree 
on the period of time, which seems more 
desirable from a practical standpoint. 
The period of time, in the example used, 
will be five years. 

Assuming that recovery of the lost 
business is accomplished at a uniform 
rate of 700 kws. per year, with the 
same system diversity, the idle capacity 
will be utilized at a rate of 600 kws. 
per year. On this basis the idle capacity 
will be reduced from 3,000 kws. at the 
beginning of the first year to 2,400 at 
the end of the year, or an average of 
2,700 kws. for the first year. The invest- 
ment of the company rendered idle for 
each of the five years is indicated in the 
following table: 








Idle Investment 


at $333 per 
Kilowatt 


Year 
after 
Severance 


Average Idle 
Kilowatt 
Capacity 





2,700 
2,100 
I, 500 
goo 
300 


#900, 000 
700,000 
500,000 
300, 000 
100,000 











b. Damages Caused by Idle Investment. 
The next step is to determine fixed 
charges on the idle investment. The 
company must continue to pay interest 
charges, taxes, and insurance. The 
equipment must be maintained, and will 
depreciate through obsolescence at least. 
For the purpose of this discussion, fixed 
charges on the investment will be as- 
sumed to include interest and deprecia- 
tion. Taxes, insurance, and maintenance 
should be considered in determining the 
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damages, but will be accounted for in 
this discussion under Item 3 (Capitali- 
zation of Loss through Increased Operat- 
ing Ratio). This assumes that these 
three items are included in the operating 
expense of the company, although they 
have the characteristics of fixed costs. 
If it should appear that a proper recog- 
nition of existence of damages caused by 
an increased operating ratio will be too 
uncertain, it may be advisable to in- 
clude taxes, insurance, and maintenance 
in the fixed charge on the investment, 
so that proper compensation will be 
made for these items. It is assumed 
here that interest and depreciation 
amount to 10% per year of the total 
investment. Assuming 7% to be a fair 
return on the investment, this leaves 
only 3% to cover depreciation, which is 
not sufficient when applied only to the 
depreciable property. For the average 
utility, however, 3% of the total value 
of all property will approximate the 
actual requirements. 

Table III shows annual fixed charges 
on the idle investment as well as the 
present worth calculated on the basis of 
4% compound interest. 


Taste III. Fixep Cuarces On IDLE INVESTMENT AND 
Present WortTH 








Factor for 
Determining 
Present 
Worth at 
4% Com- 
pound In- 
terest 


Year 
after 
Severance 


Fixed Charge 
on Idle 
Investment 





$86, 538 
64,719 
441450 
25,644 

8,219 


0.96153846 
0.92455621 
©.88899636 
0.85480419 
0.82192711 








$229, §70 








This $229,570 represents that portion 
of the severance damages under Item | 
(Capitalization of Fixed Charges on In- 
vestment in Equipment Rendered Tem- 
porarily Idle). 
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2. Capitalization of Loss through De- 
creased Operating Load Factor. Severance 
of a single community will cause a 
change in system diversity factor except 
in the extreme and remote possibility 
that the diversity of the severed load 
is the same as the diversity of the re- 
mainder of the system. It is possible 
for the diversity to be improved by 
severance, but hardly probable. Nor- 
mally, diversity would be hindered, 
thus causing further damage. Severance 
of Community A causes a decrease in 
load factor from 50% to 48%. 

Care should be exercised to avoid a 
duplication in computing severance 
damages. In the hypothetical case 
this damage by reason of reduction in 
load factor has been taken into account 
in that Item 1 was calculated on the 
basis of a total loss of 3,000 kws. and 
not 2,600 kws.,” the latter representing 
the decrease in the company’s system 
demand. 

3. Capitalization of Loss through In- 
creased Operating Ratio. The company’s 
operating ratio will be increased by sev- 
erance because expense eliminated will 
not be in proportion to gross income 
lost. There are various ways of estimat- 
ing this difference in operating expense. 
Here, for brevity, the operating ratios 
will be compared. In the hypothetical 
case, the loss in annual gross operating 
revenue is $400,000. If expenses were 
reduced in the same proportion, the 
company would save $200,000" in oper- 
ating expenses. The company, however, 
saves only $100,000 in operating ex- 
penses through loss of Community A. 
The remaining $100,000 represents a 
loss to the company. This loss will de- 
crease year by year over the five-year 
period until such time as the company 
regains the 3,500 kws. 


2 See p. 364. 
13 Based on the 50% operating ratio before severance. 
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The average loss attributable to in- 
creased operating ratio for each of the 
five years will then be: 


First year 
Second year 
Third year 
Fourth year 
Fifth year 
Full compensation for this item of 
damage would be made by payment of 
these amounts, respectively, at the end 
of each year, but in order to determine 
the amount of a lump-sum payment in 
advance to accomplish the same purpose, 
the present worth of these annual pay- 
ments is computed on a 4% compound- 
interest basis, the same as Item 1. As 
these happen to be the same figures as 
in Item 1, the present worth is $229,570. 
The total damage will therefore be: 
Item 1—Capitalization of fixed 
charges on investment in equip- 
ment rendered temporarily idle. ..$229 ,570 
Item 3—Capitalization of loss 
through increased operating ratio... 229,570 


Total severance damage. ...$459,140 


This damage, of course, is in addition 
to the cost of the distribution system 
and the cost of mending the dead ends. 
The damage under Item 3 being ex- 
actly the same as that under Item 1 is 
merely a coincidence, resulting from the 
values assumed in this particular case. 
The above severance damage of 
$459,140 is based on the assumption 
that recovery of the 3,500 kws. will be 
realized in a five-year period. The fol- 
lowing table shows the corresponding 
severance damage, assuming that re- 
covery is realized in a shorter period: 
Total 


Severance 
Damage 








Number of Years 


or 
Complete Recovery 





$ 96,154 
190,458 
282,346 
371,884 
459,140 
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The sole justification for payment of 
severance damages, as computed for 
the hypothetical company, is to make 
the financial position of the company 
after Community A has severed itself 
from the system equivalent to its posi- 
tion before such severance. No better 
proof of the correctness of this method 
can be given, therefore, than to set up 
a comparative statement of the com- 
pany’s financial position before and 
after severance. This will show whether 
or not losses sustained through severance 
of Community A, from the two items 
of damage considered in this example, 
have actually been made good. 

In setting up such a statement it 
has been assumed that recovery of the 
lost business would proceed uniformly 
over a five-year period, and that as the 
business is recovered the investment in 
distribution facilities and the local oper- 
ating expense will increase in the same 
proportion to the revenue as they existed 
in Community A before the severance. 
It has also been considered that the 
added load will have the same diversity 
in the system load as did the load of 
Community A. 

The statement “before and after’ 
(Table IV) shows investment, revenue, 
and expense, with the amount received 
as damages included in the revenue after 
severance. Any period could be selected 
for this statement. In this case the first 
year after severance has been selected. 

In this statement no consideration 
has been given to any added business 
before severance. This does not affect 
the result, however, since the addition 
of any amount of new business with a 
proportionate increase in investment 
and operating expense would not change 
the rate of return. The necessity of a 
proportional increase in investment and 
expense for new business before sever- 
ance must be assumed, since only the 
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Tasie IV. Proor or Accuracy or Proposep METHop 








Item Before After 





Company’s investment at 
beginning of year 

Company’s investment at 
end o 

Average for the year 

Gross revenue (no recov- 
ery) 1,600,000 

Recovery during the year 
is from $1,600,000 an- 


$ 9,000,000 


9, 200,000 
9, 100,000 


nual revenue to $1,680,- 

ooo annual revenue, or 

an average for the year 
f 


Revenue from damage 
payment— 
$173,076 paid at begin- 
ning of year, which 
amounts with com- 
pound interest to $180,- 
000 at the end of the 


year 

Total revenue for the year 
including recovery and 
damage payment 

Operating expense (no re- 
covery) 

Operating expense will in- 
crease because of added 
business from $900,000 
annual expense to $920,- 
ooo annual expense, or 
an average for the year 

f 1,000,000 

1,000,000 

Return on average in- 
vestment 10% 











additional idle investment and operat- 
ing organization caused by severance 
are being evaluated in this article. 

Although the foregoing example de- 
velops one theory or method of deter- 
mining severance damages, reference is 
made to other methods that may be 
considered more advisable under certain 
conditions. Some companies have made 
the mistake, however, of presenting two 
or more different methods in the same 
case. This has caused misunderstanding. 
It is better to settle upon one method 
and base all arguments and calculations 
on it. 

In the last analysis, the method, esti- 
mates, and claims must be founded on 
common sense. 





The Districting Plan of Orange County, 


California 
By L. DEMING TILTON* 


cities and counties carry on plan- 

ning activities authorizes the prepa- 
ration and adoption of a master plan. 
Included therein is authority for the 
adoption of a “Districting Plan.” 

The term “districting” was introduced 
into the California Planning Act! chiefly 
for the purpose of easing its passage 
through the Legislature. Zoning, as 
many public officials know, is a fighting 
word. Districting more clearly indicates 
the nature of this particular planning 
tool. It also suggests its application 
to non-urban lands and to regions more 
extensive than municipalities. 

Zoning, therefore, is recognized in the 
California Planning Act as an important 
phase of the planning process. The 
establishment of a system of land-use 
control by districts is sanctioned as a 
means of effectuating the master plan. 


Tei law under which California 


Districting in California 


Two counties in the State (San Fran- 
cisco and Los Angeles) had undertaken 
zoning prior to the passage of the ena- 
bling act referred to above. To date 12 
California counties have districting plans 
in effect.2 The ordinances represented, 
with the exception of that in force in 
San Francisco, all apply to suburban 
and rural territory outside the limits of 
incorporated cities and towns. The 
regulations largely resemble those found 
in urban zoning ordinances but are 
adapted to conditions existing in the 

* Consultant, Orange County Planning Commission. 

1Stats. 1929, c. 838. 


*Counties having districting plans in effect: San 
Francisco, 1921; Los Angeles, 1927; Santa Barbara, 


regions to which they are applied. 

By types, these county zoning schemes 
may be classified as follows: 

1. Comprehensive ordinances, which estab- 
lish controls over uses of land, area of yards 
and open spaces about dwellings, and 
heights of buildings. 

2. Use ordinances, which regulate uses of 
land only. Some of this type are interim or 
“stop-gap” ordinances, limited in effective- 
ness to a definite period or pending comple- 
tion of a more comprehensive, permanent 
districting scheme. 

3. Spectal-purpose ordinances, in which 

disciplines ro various types and degrees of 
force are effectuated singly or in combina- 
tions. 
No county in California, except pre- 
dominantly urban San Francisco, has 
applied a comprehensive districting 
scheme to its entire area. Ordinances 
designated as comprehensive, therefore, 
represent the full scope of zoning author- 
ity only in the area to which they are 
applied, in most cases but a fraction 
of the total area of the county. Some 
counties—notably Los Angeles, San 
Mateo, Santa Clara, and Orange— 
have applied special-purpose regulations 
of simple types to all lands in unincor- 
porated territory not subjected to a more 
detailed scheme of districts. Marin 
County in an excess of zeal to control 
outdoor advertising and without tech- 
nical guidance zoned its entire area 
residential, except for certain described 
industrial, highway business, and general 
commercial districts. 

Because of these variations in ordinance 


1929; Monterey, 1930; Kern, 1932; Placer, 1932; San 
Diego, 1932; Santa Clara, 1933; San Mateo, 1933; 
Stanislaus, 1933; Marin, 1934; Orange, 1935. 
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types and the lack of standardized pro- 
cedure, it is difficult to give an estimate 
of the total area of California counties 
at present subject to directional meas- 
ures of this character. The records to 
date, however, show approximately 3,- 
280,168 acres of unincorporated county 
territory in the State under some form 
of zoning (Table I). 

As Table I shows, use of authority 
to adopt districting plans has not been 
uniform. There have been experimenta- 
tion, a necessary adaptation of the zon- 
ing principle, and results characteristic 
of pioneer effort. All the early attempts 


Taste I. Amount or ZoneD AREA, BY COUNTIES 








County and Type of Zoning Acres 





1. Comprehensive districting plans in 
force 
Santa Barbara County 
Monterey County 
Placer County 
San Diego County 
San Mateo County 
Orange County 


5,760 
10,700 
2,560 
20,480 
17,920 
3,170 


. Use ordinance in effect 
Los Angeles County 
Kern County* 

Santa Clara County 
San Mateo County* 
Marin County 


42,016 
5,570 
7,840 

70,693 

321, 568 


. Special-purpose regulations, in some 

cases supplementing regulations of 
both above types 

Los Angeles County 

Santa Clara County* 

San Mateo County 

Orange County 

Marin County 

Stanislaus County 


2,115,424 
822,252 
187,182 
467,915 
321, 568 

1,370 








* Interim ordinances. 


at zoning by counties blazed new trails. 
Some of the initial schemes now call 
for general revision in the light of im- 
proved techniques. 


Orange County 


The 58 counties of California, with few 
exceptions, all have large areas. In 
many of them the percentage of area 
devoted to agriculture or otherwise de- 
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veloped is small. These ccnditions are 
indicated in Table II. 
Orange County is small by comparison 


Taste II. Areas or Catirornia Counties 








Area in 
Public 
Ownership { 

(Acres) 


Percentage 
Developed* 


Area 


(Acres) 


Counties 








Five largest 
counties 
1. San Ber- 
nardino. .. .| 12,912,000 
6,394,240 
5,121,920 
4,622,720 
4,003,840 


7,972,577 
5,526,781 

999 » 333 
1,829,759 
2,104,893 


. Riverside... 
. Siskiyou... 


Five median 
counties 

. El Dorado..| 1,111,680 

I 086,720 

1,012,480 

936, 320 


. Mariposa... 
926,720 


. San Joaquin 

Five smallest 
counties 

. Amador.... 

. Marin 

. San Mateo. 

. Santa Cruz. 

San 

Francisco. 


384,640 
338, 560 
286,080 
278 , 400 


26 , 880 





ORANGE 
County 











65.0% 47,950 
* Percentage of total area under cultivation and ur- 
ban in character. 
¢ Total acreage in public domain, national forests, 
parks, state lands, etc. 


508 , 800 





with its neighbors but, as may be seen, 
conforms to the general rule as to ratios 
of areas improved, undeveloped, and in 
public ownership. This County adjoins 
Los Angeles County on the south and 
borders the ocean for 40 miles. In 1930 
it had a population of 118,674, 46% of 
which was in 13 incorporated cities. 
The government of Orange County 
follows the principle established in the 
California Constitution to give uniform- 
ity to county government throughout 
the State. Legislative authority rests 
exclusively in a body of five supervisors, 
elected from as many districts for four- 
year terms. A board of supervisors has 
essentially the same ordinance-making 
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power and administrative jurisdiction 
over unincorporated areas as a city 
council has in a municipality. As far 
as exercise of the police power is con- 
cerned, the legislative body of the county 
‘may make and enforce within its limits 
all such local police, sanitary and other 
regulations as are not in conflict with 
general laws.’ 

The county planning commission, 
under the California Planning Act, is 
advisory to the board of supervisors. 
This commission is composed of six 
civilian members appointed by the chair- 
man of the board and three county 
officials designated ex-officio members. 
Its work is supported out of general 
funds appropriated annually in accord- 
ance with budgetary requirements. The 
average annual budget has been approx- 
imately $4,000. The technical staff of 
the commission consists of one drafts- 
man and a consultant, but its program 
is aided continually by services of the 
county engineer and employees of the 
road department. 

The Orange County Planning Com- 
mission was established in 1929. Its 
activities to date have been motivated 
largely by the desire of the Commission 
and cooperating officials to establish 
basic principles and standards for guid- 
ance of new growth and development. 
The record of planning progress in this 
County shows consistent adherence to a 
definite program and steady advance 
toward objectives. The first it reached 
in 1932 when the Board of Supervisors 
passed, as recommended, an ordinance 
regulating the subdivision of land. Fol- 
lowing this, a Building Code was de- 
veloped and adopted in 1933. The 
latest achievement was the final passage 
of a comprehensive districting plan, 
December 3, 1935. 

The Commission began early to as- 


Calif. Const., Art. XI, §11. 
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semble data and records bearing upon 
present and prospective land uses in 
the County. When the Emergency Re- 
lief and Works Progress Administra- 
tions offered substantial aid in a com- 
prehensive land-use survey, such a 
project was organized and carried to 
successful completion. This extensive 
study of the present character and use 
of Orange County property, together 
with numerous correlated studies of 
county development and trends, have 
given the Planning Commission a clear 
picture of the organic arrangement and 
functioning of the County. 

The character of this particular polit- 
ical unit of Southern California is clearly 
indicated on Plate I. The most signifi- 
cant feature of the existing land-use 
pattern of Orange County is the orchard 
area of approximately 81,000 acres sur- 
rounding the cities of Fullerton, Ana- 
heim, Orange, and Santa Ana. Citrus 
and walnut crops from this section ac- 
count annually for about $22,000,000 of 
the total county income, estimated in 
1935 at $73,000,000. Oil fields in the 
northern part of the County and along 
the coast near Huntington Beach bring 
in a yearly revenue slightly more than 
the orchard areas. Lesser agricultural 
crops produce returns amounting gen- 
erally to about $8,000,000. 

Agriculture is the predominant in- 
dustry and represents the most extensive 
use of land. Some of the land units 
are very large. One ranch has over 
100,000 acres; several others are equally 
impressive in area. There is little manu- 
facturing. The larger developed indus- 
trial districts of Los Angeles County 
are just across the county line, some 30 
minutes away from the center of Orange 
County. The principal nuisance uses 
of land are the oil fields, pumping plants, 
and refinery areas, which represent a 
declining activity. Commercial dairies 
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and garbage-feeding establishments have 
appeared along the County line chiefly 
because of restrictive regulations in Los 
Angeles County. 

Because of proximity to metropolitan 
Los Angeles and also because of the 
exceedingly attractive character of rec- 
reational and residential areas along the 
shore, there has been a fairly steady 
pressure of land subdividing in Orange 
County. A considerable proportion of 
the frontage of main highways has been 
laid out in small lots and offered for 
sale. Producing orchards are destroyed 
in the high-value citrus belt in order to 








accommodate business establishments 
and the small cottages which follow 
promotional land selling. In the coastal 
area, examples may be found of all the 
irregular and improper types of land 
subdivision. These present increasingly 
difficult problems of administration from 
the standpoint of utilities, sanitation, 
water supply, and traffic regulations. 


The Need for Zoning 


Any study of its present character 
clearly reveals the fact that the land 
resources of this County are outstanding 
and worthy of the highest type of com- 
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prehensive and detailed planning. The 
need of official action to stabilize and 
insure land values and establish a basis 
for more orderly development can be 
demonstrated. It is difficult indeed for 
any growing community to maintain 
desirable social and economic standards 
in the face of indecision and official 
indifference to constant changes in the 
land-use pattern. Like many other 
counties, Orange County was scarcely 
aware of the effect upon its fundamental 
character of automobile usage, the ex- 
tension of highways and utilities, and 
other expressions of modern life until 
the surveys and studies of its planning 
commission got under way. 

The evidence which was assembled 
to support the need for zoning in the 
County was voluminous. It may be re- 
viewed briefly as follows: 


1. The requirement of the Federal Housing 
Administration and responsible lending insti- 
tutions that improved property to qualify for 
a secured mortgage must be adequately insured 
by either proper zoning or effective deed re- 
strictions. Records show that much of the 
subdivided property outside the cities in 
Orange County has no protecting restric- 
tions. Moreover, some of the schemes of 
restrictions in effect are drawn obviously to 
favor the real estate promoter and to confuse 
and mislead the lot purchaser. 


2. Increasing public resentment against the 
spread of commercialism and unregulated 
advertising along primary highways and scenic 
routes. The destruction of the natural 
attractiveness of orchard, mountain, and 
coastal sections of the county has increased 
notably in recent years. Studies of the 
principal tourist route along the shore re- 
vealed an extraordinary spread of flimsy, 
sign-incrusted service stations, auto courts, 
beer parlors, and eating places. A grand 
total of 6,400 signs of all types was counted 
on 346 units of private property in a dis- 
tance of 40 miles. On one ugly combination 
store and filling station 125 signs were re- 
ported. The facts disclosed by this survey 
of frontage uses on the Coast Highway and 
evidence of the injurious effect of scattered 
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and generally unprofitable business estab- 
lishments upon surrounding property values 
gave impetus to the demand for zoning. 


3. The inability of the County, under the 
California law, to control the subdivision of 
land in the interest of sanitation, fire protec- 
tion, and general community advancement. 
Subdividers unwilling to submit to official 
rules governing approval of maps for record 
sell by metes and bounds. On sightly hill- 
sides, commanding superb views out over the 
ocean, they lay out and market by pressure 
methods lots 35 feet wide and 40 feet deep. 
In one case, as illustrated on Plate II, even 
after lots of adequate size were shown on the 
subdivision map and official approval of the 
map obtained from the County, sales were 
made of numerous “postage stamp” parcels. 
With millions of acres of California available 
for residential use, it seems extraordinary, 
to say the least, that any land should be 
butchered and mutilated to make “sales.” 
In these areas are planted the germs which 
will later grow into those cancerous exhibits 
known as slums. In cheap, small-lot, hillside 
subdivisions, where no sewers exist and water 
is scarce, a concentration of dwellings will 
be reached which may send the cumulative 
effluent of septic tanks down the hill from 
one lot to the next, under and around homes 
and out into the streets. When the malo- 
dorous condition appears, the health officers 
of the County will be called in to work out, 
if possible, an adjustment of the neighbor- 
hood difficulty. With the completion of 
each new dwelling, the problems of sanita- 
tion, fire protection, preservation of views, 
maintenance of streets, and prevention of 
distress sales to undesirables increase. 

4. The importance of giving high-quality 
residential areas within zoned cities adequate 
protection against destructive types of land 
utilization just outside city boundaries. Six 
of the 13 incorporated places in Orange 
County have zoning ordinances in effect. 
Within these cities and in areas contiguous 
thereto are many residential districts of 
praiseworthy types. The County derives 
considerable revenue from properties of 
such character and in its own interest must 
be concerned with the preservation of es- 
tablished values. Inexpensive public insur- 
ance can be given properties exposed in the 
manner indicated. 


5. The desirability of establishing proper 
land units and standards for spacing dwellings 
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in recreational and resort communities. The 
forested and brush-covered back country of 
Orange County is highly popular for recre- 
ational use, as are the sandy beach areas 
along the shore. In the former, fires are a 
constant menace. The Forest Service has 
established a minimum land unit of 10,000 
square feet for cabin sites in the National 
Forest in the interest of fire protection and 
sanitation. On private lands in these same 
hazardous districts, however, no such stand- 
ards can be enforced without zoning by the 
county. Along the beach there is a constant 
tendency to crowd dwellings together, thus 
increasing the fire hazard, reducing the sun- 
shine and circulation of air in rooms, and 
defeating the purposes which lead people 
to beach and shore districts. The need of 
minimum standards for spacing dwellings in 
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such areas is obvious. 

6. The increase of highway traffic and the 
mounting casualty list from highway accidents 
indicate the importance of concentrating busi- 
ness and incidental auto parking at strategic 
corners and in plainly marked reduced-speed 
centers. At 60 miles an hour no motor driver 
should be intrigued by a dazzling trade 
display, a flashy commercial sign, or be 
interfered with by cars backing out of some 
wayside stand. The highway engineers have 
succeeded, with an effectiveness which has 
greatly impressed the railroads, in creating 
competitive high-speed transportation lines. 
Zoning to enable the highways to function 
more safely and more effectively as carriers 
is a necessity, a phase of the problem of 
highway development at present only dimly 
recognized by road builders. 
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The list of basic arguments for estab- 
lishment by the county of a system of 
land-use management in the public inter- 
est could be extended considerably. 
They all spring, however, from one pri- 
mary consideration; the county, because 
it has jurisdiction so largely over un- 
spoiled territory, is in position to guide 
and direct new growth and development 
along sound, generally beneficial lines. 
This it can do by an early recognition 
of its planning responsibilities and by 
timely application of a mild zoning 
discipline. 

IV. Prodecure in Adoption of Ordinance 

In preparation for adoption of a dis- 
tricting plan for Orange County, the 
Planning Commission carried on studies 
of present conditions and trends for a 
period of over two years. Its findings, 
_which have been summarized above, 
were discussed informally with members 
of the Board of Supervisors and citi- 
zens in different sections of the County. 
In outline form, the districting plan was 
presented to service clubs and interested 
organizations. Efforts were made to 
obtain the advice and judgment of civic 
leaders before any zoning scheme was 
scheduled for public hearing. The proc- 
esses employed in the development of 
the plan and ordinance necessitated 
many changes in the initial draft, but 
the final result was undoubtedly more 
satisfactory than if the ordinance had 
been advanced more rapidly. 

Before the ordinance was submitted 
to the public, numerous maps were pre- 
pared for exhibition purposes, to show 
in general and in detail the character 
and extent of existing land uses and to 
reveal the problem of land management 
from an official standpoint. The prin- 
cipal maps and charts used are as 
follows: 


Maps AnD CuHarTs PREPARED 
1. Comprehensive Land-Use Survey, 
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Orange County showing present pattern of 
uses. 

2. Existing and Proposed Major Highways. 

3. Traffic Flow Diagrams. 

4. Orange County showing the South La- 
guna Section, in which it is recommended 
the Districting Plan be first applied in detail. 

5. Present Uses of Property in South La- 
guna Section. 

6. Existing Lot Areas, South Laguna Sec- 
tion, showing the haphazard distribution of 
large and small land units and the numerous 
small lots in areas without sewers. 

7. Metes and Bounds Subdivisions, South 
Laguna Section, some of which have been 
promoted in disregard of subdivision regu- 
lations and community welfare. 

8a. Lot Area Study of subdivisions, show- 
ing lot sizes approved by the County Plan- 
ning Commission and Board of Supervisors 
in 1932 and 1934 as conforming to county 
regulations and as shown on recorded map. 

8b. Lot Area Study of subdivisions, show- 
ing lot sizes as sold and as shown on assess- 
ment rolls, June, 1935. 

9. Lots Assessed to Subdividers, showing 
platted but unsold lots. 

10. Diagram Showing Public Beaches, 
Parks, and Status of Streets and Ways, South 
Laguna Section, showing limited recreation 
facilities for large population. 

11. Proposed Districting Plan. 


In accordance with the law, the 
Planning Commission held two formal, 
advertised hearings upon the ordinance 
and continued these hearings until it 
appeared that everyone having an inter- 
est in the proposition and a contribution 
to make to the improvement of the 
ordinance had been heard. The first 
hearing was held within the territory 
which was to be subjected first to the 
full discipline of the ordinance. Later 
hearings, beyond the number required 
by law, were held in the quarters of the 
Planning Commission. A final hearing, 
which was also continued, was held 
before the Board of Supervisors after 
the ordinance had been presented to 
them with the endorsement of the 
Planning Commission. 

The principal opposition to the ordi- 
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nance came from two sources: (1) real 
estate interests whose activities and 
operations were the basis of demands 
for zoning in certain sections of the 
county; and (2) owners of property 
fronting upon a primary highway who 
had been told by salesmen that their 
property, because of its highway front- 
age, was valuable for business. 

Representatives of both these groups 
made vigorous protests in the early 
hearings on the ordinance. Circular 
letters were sent to owners of highway 
frontage urging telegraphic and personal 
opposition to the plan. During the 
course of the hearings before the Plan- 
ning Commission and before the Board of 
Supervisors owners of large estates and 
ranches and representatives of the 
Orange County Farm Bureau raised 
questions regarding application of the 
districting plan to non-urban properties. 
Various minor changes were made in 
the draft of the ordinance to recognize 
the needs and interests of owners of 
agricultural lands. 

Eventually, by the slow process of 
adjustment, the presentation of facts in 
refutation of unfounded arguments 
against the scheme, and by patient ex- 
planation of the aims and purposes of 
the ordinance, it was finally brought 
into satisfactory shape and passed. At 
the final hearing of the ordinance before 
the Board of Supervisors practically no 
protests were heard; arguments were 
all in favor of its passage. 

PV’. General Character of the Ordinance 

The Orange County Districting Plan 
is comprehensive in character in that 
it establishes a control over the uses of 
land, the areas of building sites, yards, 
courts, and other open spaces, and the 
heights of buildings. The ordinance is 
made effective by establishment of dis- 
tricts similar in character and purpose 
to districts in an ordinary municipal 


zoning ordinance. The basic scheme of 
districts established by the ordinance 
and applicable in any combination to 
any part of the County by the adoption 
of official maps is as follows: 


Non-Urban Types of Districts 


RA—Roadside Agricultural Districts, de- 
signed for use along primary and scenic 
highways to restrict outdoor advertising and 
scattered commercial uses and to preserve 
the fundamental non-urban character of the 
highway frontage; 

1—Estates Districts, establishing high- 
quality open types of residential use, the 
minimum land unit being one acre; 

E2—Small Farms Districts, permitting 
one- and two-family dwellings and incidental 
uses common in suburban areas, the mini- 
mum land unit being 20,000 square feet; 

E3—Mountain Estates District, set up 
primarily to regulate the spacing of dwellings 
in summer resort subdivisions in forest 
areas, minimum land unit 10,000 square feet; 


Urban Types of Districts 


Ri—Single-Family Residence Districts, for 
the protection of first-class, restricted sub- 
divisions and neighborhoods of §single- 
family homes on typical city lots, minimum 
land unit 6,000 square feet; 

R2—Group Dwelling Districts, permitting 
one- and two-story , Hoa a courts and 
group dwellings; minimum building site 
6,000 square feet, minimum land area per 
family 1,000 square feet; 

R3—Apartment Districts, allowing dwell- 
ings 4 stories in height but requiring a mini- 
mum land area of 6,000 square feet per build- 
ing site and 1,000 square feet per house- 
keeping unit; 

C1—Local Business District, allowing a 
limited number of types of retail business, 
one and two stories in height, with set- 
back requirements for the protecion of 
adjoining residential developments; 

C2—General Business Districts, open to a 
broad list of commercial interests and per- 
mitting structures equal in height to the 
width of the street; 

Mi—Light Industrial Districts, for the 
accommodation of all inoffensive types of 
manufacturing and storage; 

M2—Unrestricted Districts, in which prac- 
tically all structures and uses except dwell- 
ings are permitted; 
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M3—Unclassified Districts, designed for 
application to the extensive undeveloped 
areas, grazing and farming lands back from 
main highways and all other sections of the 
County for which no significant changes in 
use can be anticipated. 


interim measure. 
nances now in effect in Los Angeles and 
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The yard, building height, and other 
regulations are indicated in Plate III. 
This is a permanent ordinance, not an 


It resembles ordi- 


tATE III. District REGULATIONS For HeicuHTs oF Buiitpincs, BuiLtp1ING-SirE AREAS, YARDS, 
anD DISTANCE BETWEEN DweEL.incs or Main Buitp1ncs on Same Lot, As PRovIDED By 
OrpinancE No. 351 (Zoninc OrDINANCE) EFFECTIVE JANUARY 2, 1936.* 








Minimum 
Front Yard 
(Front Centerline 
of Street) 


Minimum 
Building 
Site Area 


Maximum 
Building 
Height 


Districts 


Minimum 
Side Yards 








RA 
Roadside 
Agricultural 


Main & Accessory 
Bldgs. 100 Feet 
Temporary Bldgs. 
50 Feet 


6,00¢ Sq. Ft. 

1,000 Sq. Ft. 
for Each 

Family Unit 


2 Stories 
or 35 Feet 


5 Feet 


Minimum 
Rear 
Yard 


Minimum Distance 

between Dwellings 

or Main Buildings 
on Same Lot 





25 Feet 


1o Ft. for 1 Story 
15 Ft. for 2 Stories 








2 Stories 


1 Acre 75 Feet 


20 Feet 


50 Feet 


Only One Main 
Bldg. Permitted 





or 35 Feet 





2 Stories 


or 35 Best 20,000 Sq. Ft. 


75 Feet 


10 Feet 


40 Feet 


Only One Main 
Bldg. Permitted 








2 Stories 


or 35 Feet 10,000 Sq. Ft. 


75 Feet 
Fstates 








Hr 
gle-Family 
Residence 


2 Stories 


or 35 Feet 6,000 Sq. Ft. 


50 Feet 





6,000 Sq. Ft. 
1,000 Sq. Ft. 
for Each 
Family Unit 


2 Stories 
or 35 Feet 


Ha 50 Feet 





6,000 Sq. Ft. 
1,000 Sq. Ft. 
for Each 
Family Unit 


4 Stories 
or 60 Feet 


30 Feet 


40 Feet 


Only One Main 
Bldg. Permitted 





5 Feet 


5 ft. Increased by 2% ft. 
for Each Family Unit in 
Excess of 2 But Not 
Exceeding 10 Ft. 


25 Feet 


25 Feet 


Only One Main 
Bldg. Permitted 


10 Ft. for 1 Story 
15 Ft. for 2 Stories 





5 Ft. for Main Bldgs. up 
to 2 Stories, Increased 
By 1 Foot for Each 
Additional Story 


25 Feet 


10 Ft. Up To 
2 Stories 
15 Ft. Above 
2 Stories 








None 
(Bldg. Code) 


2 Stories 


or 35 Feet 50 Feet 


5 Ft. for Buildings used 
Solely for Dwelling 
Purposes 


25 Feet 


None 
(Bldg. Code) 





Width of Widest 
Street upon Which 
| the Building Faces t 


None 
(Bldg. Code) 


None 
(Bldg. Code) 





Width of Widest 
Street upon Which 
the Building Facest 


6,000 Sq.Ft. 
for Each 
Dwelling 


50 Feet 


5 Ft. for Buildings Used 
Solely for Dwelling 
Purposes 
5 Ft. for Buildings Used 
Solely For Dwelling 
Purposes 


None 
(Bldg. Code) 


None 
(Bldg. Code) 








None 
(Bldg. Code) 


None 


(Bldg. Code) 50 Feet 





6,000 Sq. Ft. 
for Each 
Dwelling 


None 
(Bldg. Code) 


None 
(Bldg. Code) 














None 
(Bldg. Code) 


None 
(Bldg. Code) 





None 
(Bldg. Code) 


None 





(Bldg. Code, 


None 
(Bldg. Code) 








he above regulations are subject to the special provisions as set forth in sections 18 and 19 of said ordinance No. 351. When other laws, 
hances or agreements between parties provide more rigid regulations, they shall govern. 


he maximum building height for “‘C2” and “‘M1” districts may be exceeded 
of a structure occupying the entire building site and of the maximum allowa 


le height. 


provided the total cubage of the building does not exceed 
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San Mateo counties in that it establishes 
certain limited controls over uses of land 
in all unincorporated areas of Orange 
County. The Unclassified District, as 
set up in the schedule, is applied to all 
property outside municipalities except 
areas which are subjected to a more 
detailed classification. 

The full scope of the districting plan 
may be made effective in any portion 
of the County by the preparation and 
adoption of a series of official district 
maps. The first section of the County 
to be brought under this type of regula- 
tion is an area of sightly residential 
land south of Laguna Beach. The loca- 
tion and extent of the territory thus 
zoned are shown on Plate IV. The pub- 
lic hearings above referred to were di- 
rected largely toward determination of 
a proper scheme of districts to apply to 
this important unincorporated commu- 
nity. 

In any subsequent application of the 
ordinance, the hearings will relate not to 
the basic structure of the ordinance but 
to the map-adopting amendment thereto 
which will bring into effect the specific 
pattern of districts designed for the area 
under consideration. It was emphasized 
frequently throughout initial hearings 
that one advantage of this method of 
establishing control over the land-use 
pattern of Orange County lay in the 
fact that the master ordinance would 
have to be adopted only once. Subse- 
quent extensions of the scheme or amend- 
ments of the ordinance would be short 
and inexpensive publications. 

In conformity with the requirements 
of the California Planning Act, a full 
set of maps of districts established in 
the South Laguna section was published. 
These maps were drawn at an original 
scale of 400 feet to 1 inch and were 
trimmed for binding in an atlas. In the 
course of time other sections of the 
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County will come under the districting 
plan and similar maps will be prepared 
and bound in this volume. 

The designation of districts was made 
by use of symbols applied in each block. 
In the case of commercial districts, 
apartment districts, industrial and un- 
restricted districts, a system of black 
and white indications will be employed 
in addition to the letter symbols. The 
administration of the plan is simplified 
by having commercial areas and other 
districts which frequently have a de- 
termining influence in the development 
of adjoining properties shown plainly 
and with a certain degree of emphasis 
in the district maps. 

VI. Significant Features of the Ordinance 

Certain features of the Orange County 
ordinance are worthy of note because 
they depart from established precedent. 

Building-Site Requirements. The build- 
ing-site requirements in each district 
are regarded as important. This ordi- 
nance establishes 6,000 square feet as a 
minimum land unit for residential oc- 
cupancy in all parts of the unincor- 
porated areas of Orange County, except 
in business districts or where the dis- 
tricting scheme establishes a higher area 
requirement or where land lies within 
1,000 feet of tide-water. In the latter 
case, which will apply largely to seasonal 
recreational communities, a minimum 
land unit of 4,000 feet is established. 

Justification for the 6,000 square foot 
single-family lot is found in the building 
practices and sanitary requirements of 
the County. Lot depth, except in hilly 
sections, is much less important than it 
used to be. California homes, moreover, 
are generally built one story in height 
and have widths which tend to produce 
undesirable crowding on 50-foot lots. 
In many parts of Orange County to 
which this districting plan will be ap- 
plied there are no sewers. Disposal of 
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sewage must, therefore, be provided for 
upon each individual lot. In certain 
areas, because of rocky or impervious 
soils, an adequate lot area for the dis- 
posal system of a septic tank is essential. 

The largest building-site requirement 
of the districting scheme is set up in the 
Estates Districts. Wherever such dis- 
tricts are designated on official maps, the 
subdivision of Jand must be in units of 
not less than one acre. A building permit 
will not be issued for a dwelling unless 
the owner can show possession of at 
least one acre of land or, in case of a 
small lot, evidence of ownership prior to 
the effective date of the ordinance. 

Control of Nuisance Uses. The Un- 
classified District will have its greatest 
value in preventing establishment of 
objectionable, nuisance-type businesses 
in the immediate vicinity of protected 
residential districts, public schools, 
Po- 
tentially injurious land uses, as listed 
in the ordinance, will be under limited 
control even though no detailed appli- 
cation of the ordinance has been made. 
The owner of an attractive country 
estate in a residential district protected 
by deed restriction will be assured that 
certain value-destroying land uses can- 
not be established within 500 feet of 
such a subdivision. Some of the farm 
group who objected to other features 
of the ordinance favored increasing 
this distance to 1,000 feet or more. This 
change may be made later. 

Roadside Control. General control of 
frontage along highways is provided 
through application of a Roadside Ag- 
ricultural District. It is expected that 
this district will be indicated on official 
maps as a strip of varying width, de- 
pending upon topographic and other 
conditions, bordering certain scenic 
highways. All types of residential uses, 
as well as agriculture and certain earth- 


parks, and important highways. 
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extraction industries, are permitted with- 
in this district. Under limited condi- 
tions, temporary stands for disposal of 
agricultural produce are permitted but 
general commercial uses and outdoor 
advertising are excluded. Outdoor ad- 
vertising is provided for and permitted 
only in commercial and industrial dis- 
tricts. 

Progressive Expansion of Business 
Nuclei. Provision is made for the pro- 
gressive expansion of commercial dis- 
tricts under economic necessity. A small 
nucleus of business lots at an important 
highway intersection may be designated 
as a commercial center, with the under- 
standing that when purchasing power 
derived from the neighborhood or from 
traffic causes the center to build up, an 
automatic extension of the district takes 
place to permit progressive construction 
of additional stores on adjoining lots. 
This device has unsatisfactory features, 
but it also has the merit of reflecting 
actual processes of community growth 
and of permitting bona fide economic 
demand to rule in the creation of busi- 
ness districts. 

The introduction of this feature into 
the Orange County zoning ordinance 
was an outgrowth of many discussions 
with property owners on the heavily 
traveled Coast Highway. Scores of lots 
and thousands of feet of frontage on 
this route have been sold as potential 
business property. The unfortunate 
owners of this frontage, many of them 
elderly, have no understanding of the 
economic processes that bring about the 
use of land for business purposes. The 
salesman told them that the lot was 
good “business” property and they be- 
lieved him. He did not tell them when 
it might be wanted for business or how 
long they might have to pay taxes on 
it as useless vacant land. 

The enormous quantity of “fake” 
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business property found along primary 
highways is a constant challenge to the 
land-use planner. The common prac- 
tice is to establish long, shoe-string 
business districts, in deference to the 
wishes and demands of owners and sales- 
men. This provides many times as 
much business area as purchasing power 
is likely to support within any reasonable 
period. The result is injurious to the 
neighborhood. The blight of this type 
of zoning shows in time in a plethora of 
signboards, flimsy stores, desolate serv- 
ice stations, and other like exhibits. 
The property will not be used for dwell- 
ings and cannot support trim, profitable 
businesses because of the excessive 
amount competing for use. 

Under the Orange County plan, a 
business district can be established pro- 
portional to expected neighborhood pop- 
ulation and probable traffic increase. 
If the district develops and grows, it 
does so as a compact, unified service 
area, with values derived from its vital- 
ity and generally attractive character. 
This method of handling essential com- 
mercial groups in growing county terri- 
tory directs attention first to the im- 
provements of residential properties and 
makes commercial growth a by-product 
thereof. The aim is to create stable 
attractive home neighborhoods which 
will bring in new population and the 
purchasing power to support business, 

Home Occupations. The recurrent 
demand for permission to establish home 
occupations in residential areas will be 
met by regulations adapted in each 
instance to the character of the district. 
Control will be strict in the superior 
types of estate and single-family dwelling 
districts. Objectionable features of such 
uses are recognized in the limitations 
upon advertising signs, display of goods 
or merchandise, number of assistants 
employed, and type and quantity of 
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power used. The Planning Commission 
found that home occupations, such as 
dressmaking, teaching, maintenance of 
offices and studios, small laboratories 
and shops were not generally regarded 
as detrimental in a neighborhood until 
flashing electric signs were installed, 
cases or piles of goods were set up for 
advertising in the front yard, auto park- 
ing congested the street, and other evi- 
dence appeared tending to show es- ~ 
tablishment of a business aggressively 
competing for trade. 


Architectural Control. The need for 
control of the exterior designs of com- 
mercial buildings in certain business 
centers is recognized, and regulatory 
machinery is introduced into the ordi- 
nance for use when required. This 
feature of the ordinance does not be- 
come effective, however, except by 
special action of the Board of Super- 
visors in the adoption of an official 
highway plan. 

In this ordinance, if it is deemed wise 
to do so, the exterior architectural de- 
signs of new buildings in commercial 
centers along main highways can be 
supervised. The regulation covers only 
exterior treatment of buildings. It would 
have nothing to do with the size or 
interior arrangements. It would be en- 
forced through an unpaid advisory board 
composed of two architects and one 
member of the Planning Commission. 
Thirty days would be allowed for action 
of this board, during which time their 
effort would be to get the builder to 
conform to suggestions made regarding 
proportions of the building, shapes, 
ornaments, materials, colors, signs, etc. 

The Planning Commission, upon the 
advice of its architectural advisors, 
would establish broad rules and stand- 
ards as to style of architecture, colors, 
materials, etc., which will be used as a 
basis of action upon building plans in 
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each district. The number and size of 
signs would also be covered in the ordi- 
nance for the purpose of reducing the 
wasteful quantity of point-of-purchase 
signs and placing all business upon an 
equal footing as far as advertising is 
concerned. Upon acceptance of the 
recommendations of the architectural 
advisory board, a permit would be 
issued. If the recommendations are re- 
jected, however, the builder may appeal 
to the Board of Supervisors, who after 
a public hearing on the case may modify 
the recommendations of the architec- 
tural board and order a permit to be 
issued on such terms and conditions as 
they may prescribe. 

The successful application of a meas- 
ure of discipline such as this depends 
largely upon the attitude of the people 
of the county toward the appearance of 
their highways. If they are complacent 
and satisfied that the business build- 
ings and advertising displays now ob- 
served are not objectionable and not 
subject to criticism or improvement, 
then little can be done along this line. 

Set-back Lines on Major Highways. 
This ordinance, if properly correlated 
with the official Master Plan of High- 
ways, can be used to prevent costly 
improvement of land needed ultimately 
for future highway rights-of-way. This 
is done by establishing special front- 
yard widths along existing or proposed 
major highways. 

In order to make use of this plan for 
a more economical widening of highways 
however, it will be necessary for the 
county to have an official major high- 
way plan. No uncertainty or arbitrary 
application of regulations can be per- 
mitted. Enforcement of official street 
lines must be uniform and reasonable 
throughout and based upon an official 
comprehensive Master Plan of High- 
ways. 
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Non-conforming Uses. Non-conform- 
ing uses are not numerous or trouble- 
some generally in newly developing 
county territory. Where they do occur, 
however, there is often doubt as to the 
propriety of drawing a plan which ig- 
nores their presence. In some instances 
it can be shown that they meet a genu- 
ine need and that the neighborhood is 
adjusted to them. 

Following a thought expressed by the 
late Ernst Freund of Chicago,‘ an 
eminent authority on the police power, 
provision is made in the Orange County 
ordinance for a realistic management of 
non-conforming uses. One may remain 
where it is under two conditions: namely, 
(1) that no structural alterations or re- 
pairs are made which increase the cubage 
of the building or amount in any one 
year to more than 25% of its assessed 
value, or (2) that a conditional permit 
is obtained for alterations which bring 
the building and its uses into fairer con- 
formity with the neighborhood. This 
second clause enables the public authori- 
ties to secure an improved type of 
building, a deeper set-back, side yards, 
and other betterments in those non- 
conforming uses which are firmly es- 
tablished and have a right under the 
law to remain. The owner of a non- 
conforming store or busjness, recogniz- 
ing the value of his monopolistic posi- 
tion, can afford to accept any reasonable 
conditions established for the protection 
of neighborhood interests. If he elects 
to disregard the welfare of the district, 
the machinery of the ordinance will 
operate to eliminate him in time. 

Conditional Permits: Conditional per- 
mits of other types are authorized in 
this ordinance but under general rules 
plainly set forth therein. In the Estates 
Districts, for example, the following 


4 Proceedings, National Conference on Planning, 
1929, Pp. 79. 





DISTRICTING IN ORANGE COUNTY, CALIFORNIA 


uses are allowed subject to the issuance 
of a conditional permit in each instance: 


Residential hotels, upon condition that 
(1) the building site contain not less than 
ten (10) acres, (2) building coverage not to 
exceed thirty-five (35) per cent of the area 
of the site, (3) fifty (50) per cent or more 
of the guest rooms to be provided in detached 
buildings and (4) all building and plot plans 
be approved by the Planning Commission. 

Public utility buildings and structures, 
upon condition that all plans be approved 
by the Planning Commission. 

Commercial stables, upon condition that 
the location and building plans all have 
approval of the Planning Commission. 

Cemeteries, mausoleums, and crematories, 
upon condition that (1) the area of any 
cemetery be not less than forty (40) acres 
and (2) that all landscape and architectural 
plans be approved by the Planning Com- 
mission. 

Churches, museums and libraries, upon 
condition that (1) the location and building 
and plot plans be submitted and approved 
by the Planning Commission. 

Schools, colleges, public playgrounds and 
athletic fields, upon condition that (1) an 
area adequate, in the judgment of the 
Planning Commission, to reduce possibility 
of injury to adjoining residential properties 
be provided, and (2) building and plot plans 
to be approved by the Planning Commission. 

Airplane landing fields for private use, upon 
condition that (1) the location and all plans 
be approved by the Planning Commission. 


This feature of the ordinance gives it 
an essential degree of flexibility. It 
recognizes the following facts: that 
representatives of each of the above 
uses may be expected in Estates Dis- 
tricts; that in a certain place and under 
certain conditions one may be entirely 
acceptable and another extremely detri- 
mental, and that successful planning of 
any growing, developing region requires 
adjustment, compromise, and occasional 
modification of rules to permit entirely 
worthy improvements and justifiable 
changes in the community pattern. 

Adjustments. Adjustments and limited 


departures from established regulations. 
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are made possible by the issuance of 
conditional permits, as indicated above. 
In each case, however, there must be a 
showing of necessity, a public hearing 
upon the matter, and a formal report to 
the Board of Supervisors. The Planning 
Commission holds the hearing, makes 
its own findings, and establishes the 
conditions under which it will recom- 
mend issuance of a permit. The Board 
of Supervisors acts upon the report of 
the Planning Commission and gives 
special authority for the issuance of the 
conditional building permit. 
Amendments. Amendments of the 
ordinance may be initiated by the Board 
of Supervisors, by the Planning Com- 
mission, or by petition of property own- 
ers. The Planning Commission is re- 
quired in each case to render a report 
and recommendation upon the proposed 
change. A fee of $10.00 may be charged 
at the time of filing of any petition for 
amendment of the ordinance. 
Extensions of the system of districts 
will be made hereafter by the adoption 
of Sectional District Maps as an amend- 
ment to the Master Ordinance. New 
territory to be zoned will be studied, 
tentative maps of districts will be pre- 
pared, hearings held, and by a short 
ordinance these maps will be made 
official and related directly to the regula- 
tions established in the basic scheme. 
Enforcement. Enforcement of the ordi- 
nance may follow one or both of two 
procedures. Prosecution of a violator is 
possible under a common misdemeanor 
clause, or an injunction suit may be 
brought on the ground that any struc- 
ture or use of property maintained con- 
trary to the provisions of the ordinance 
has the character of a public nuisance. 
It seems more reasonable, in considering 
the problem of providing for effective 
enforcement of measures of this type, 
to regard violations as errors in the 
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management of property rather than 
as crimes. The law should permit the 
county to move most aggressively 
against the thing that is offensive and 
irregular rather than against the person 
responsible for it. 


VII. Problems of Administration 


Orange County is more fortunate than 
many in California, as far as the admin- 
istration of a land-use control plan is 
concerned, because it has a building 
code in effect and a department operat- 
ing for inspections and issuance of 
building permits. The lack of such 
facilities makes effective zoning almost 
impossible in extensive non-urban re- 
gions. Many who are thinking in terms 
of a more rigid discipline over the uses 
of land outside cities fail to realize the 
importance of a permit-issuing, inspect- 
ing agency. The Building Inspector of 
Orange County has from the first shown 
exceptional interest in the problems of 
zoning, has helped considerably in the 
development of the plan, and is now an 
important factor in putting the new 
regulations into effect with a minimum 
of friction and conflict. 

The Planning Commission and the 
Board of Supervisors of this County 
have both been fully aware of the im- 
portance of a firm but sympathetic and 
reasonable application of this new law, 
especially during its introductory years. 
The people who live “out in the country” 
do so in many instances because of a 
desire to escape regulations and govern- 
mental control. They instinctively rebel 
at every progressive advance of author- 
ity. They would like to maintain primi- 
tive political institutions but enjoy the 
hard roads, utilities, land values, and 
other advantages of modern commu- 
nity life. 

It is not easy in cities, even under the 


most favorable conditions, to make a 
well-considered zoning scheme work; 
the application of an integrated, com- 
prehensive system of regulations by dis- 
tricts in the county is bound to be more 
difficult. Because of this, the Orange 
County ordinance is drawn so that it 
can be given flexibility where necessary. 
The ordinance will be administered in 
the early stages with full understanding 
of the interests of citizens of unincor- 
porated county territory. The general 
educational program of the Planning 
Commission is depended upon to lessen 
resistance caused by misunderstanding 
and ignorance. 

The aim of Orange County officials is 
to provide a limited but essential con- 
trol over the emerging pattern of land 
uses throughout the county. Where 
topographic conditions, soil, land values, 
sanitary problems, limitations of water 
supply, or other factors clearly call for 
a strong discipline, a scheme of districts 
can be established which will definitely 
mould and shape the uses of land accord- 
ing to a predetermined design. Where 
rigidity is less desirable, the ordinance 
permits establishment of a bare mini- 
mum of control. 

If it should ever be considered neces- 
sary, in the interest of crop regulation 
or establishment of a more enlightened 
system of soil management, to introduce 
agricultural districts of one sort or 
another, they can be added in any num- 
ber to the basic scheme of districts set 
up in the master ordinance. 

For all phases of land-use planning 
which are presently in view, the Orange 
County districting ordinance adopted 
in 1935 offers a satisfactory administra- 
tive procedure. It can be used to effec- 
tuate any plan or system of regulations 
which can be expressed by a scheme of 
districts. 
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The Traffic Record of Transport Agencies, 
1928-1935 


By JOHN D. SUMNER* 


HE shifts in traffic among the 

principal agencies of domestic 

freight transport during recent 
years include a number of interesting 
developments. While popular attention 
has been focussed upon the rise of motor 
trucking, rapid strides have been made 
by other media of transport, notably 
the carriers by waterway and by pipe 
line. To a striking degree the traffic 
of each of these agencies has withstood 
the inroads of depression and even 
gained in volume. To an extent not 
generally realized, the waterways and 
petroleum and gasoline pipe lines occupy 
an increasingly significant position in 
domestic transportation. 

The purpose of this discussion is to 
present the traffic record of the past 
eight years and to call attention to the 
more important aggregate changes that 
have occurred therein. Emphasis will 
be placed upon the position of the more 
significant domestic waterways, while 
the paucity of reliable statistical in- 
formation will necessitate only passing 
reference to the motor trucking industry. 
The following points will be treated: 
(1) share of the tonnage moved by each 
of the several types of carriers; (2) 
annual changes in their respective 
volumes of traffic; (3) the record of the 
principal waterways; (4) the position of 
the Inland Waterways Corporation, or 
federal barge line!. 


* Associate Professor of Economics and Public 
Utilities, University of Buffalo. 
1 For a discussion of the traffic of the federal barge 
line prior to 1931, see John D. Sumner, “An Analysis 
of Mississippi River Traffic: 1918-1930,” 7 Fournal of 
Land & Public Utility Economics 355-366 (November, 
1931) and 8 Ibid. 11-23 (February, 1932). 


Comparative Traffic Volume. In 1932, 
the most recent year for which fairly 
reliable data are available for intercity 
trucking, railroads transported some- 
what more than % (53%) of the volume 
of domestic freight, trucks about % 
(23%), and waterways somewhat less 
than % (17%). Petroleum pipe lines 
transported approximately 6% of the 
total, while electric railways and airlines 
carried insignificant amounts. The rec- 
ord is presented in Table I. 


ComPARATIVE PosITION OF PRINCIPAL 
FREIGHT TRANSPORT, 1932 ® 


Tasie I. 
AGENCIES OF 








Tonnage 
(Thousands 
of Short 
Tons) 


Per Cent 
f 


Agency res 
‘o 





52.8% 
23.3 
16.8 


678,854 
299,768 
215,914 
80,029 
11,660 


Steam railroads.......... 
Intercity trucks 


Pipe lines (petroleum)... . 
Electric railways 


°S 
1,286,226 











(a) Statistics for all save waterways are taken from Regulation 
of Transportation, op. cit., pp. 3, 262-3. Electric railway and 
truck data are estimates. Waterway statistics are from the 
Report of the Chief of Army Engineers, Vol. II, 1933, except 
for coastwise and intercoastal components, which are from 
Statistical Abstract of U. S., Bureau of Foreign and Domestic 
Commerce, Dept. of Commerce. 


The nature of these statistics may be 
commented upon briefly. The water- 
way figure differs somewhat from similar 
statistics appearing elsewhere,” in that 
coastwise,’ intercoastal, and Greal Lakes 
traffic has been included, while local 
harbor traffic of the lake and ocean 

2 Cf. those of the Coordinator of Transportation and 
the Interstate Commerce Commission, appearing in 
the Coordinator’s Regulation of Transportation Agencies 
(Washington, 1934) and elsewhere, and the figure for 
domestic waterway traffic in the Statistical Abstract of 
the U.S. 


3 Excluding, however, that between the mainland and 
various non-contiguous territories of the United States. 
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ports has been excluded. The result is 
a waterway traffic figure that approxi- 
mates domestic intercity traffic, whether 
that traffic be carried over lake, river, 
canal, or ocean waterways. The amount 
of intercity motor traffic is only an esti- 
mate, inasmuch as comprehensive truck- 
ing statistics are not available, and is 
taken from the Coordinator of Trans- 
portation’s Regulation of Transportation 
Agencies! It is unfortunate that more 
recent reliable estimates are not avail- 
able for, of course, the comparative 
position of the several types of transport 
has changed considerably since 1932. 
Some idea of the changes may be gained 
from Table III, which will be discussed 
subsequently. 

Statistics of tonnage volume are in 
many respects less desirable than ton- 
mile measurements. Unfortunately, 
comparable ton-mileage statistics are 
not available for the intercoastal and 
coastal waterway traffic and only esti- 
mates are to be had of truck, pipe line, 
and electric railway traffic. Available 
ton-mileage statistics, however, do show 
a substantially different situation than 
that shown by Table I. The data for 
1932, the composition of which differs 
somewhat from those in Table I, indicate 

4 Op. cit. 

5Except for the tonnage for “Rivers, Canals and 
Connecting Channels” which is taken from the Statis- 
tical Abstract of the U. S. This figure excludes traffic 
on the Detroit River and the St. Mary’s Falls Canal 


which is included in the Great Lakes traffic. The Co- 
ordinator’s Report, by including such traffic in the 
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these differences and are taken chiefly 
from Regulation of Transportation Agen- 
cies’ (Table II). 

It is clear that the longer average 
haul characteristic of both railroad and 
Great Lakes traffic materially enhances 
their position relative to that of the 
motor truck. In contrast with the poor 
showing of “inland waterway” traffic, 
including in this case only domestic 
“rivers, canals and connecting channels” 
other than those of the Great Lakes, 
the coastwise and intercoastal ton-mile- 
age would undoubtedly make a much 
more impressive showing. The average 
for inland waterway traffic conceals 
widely divergent conditions. The aver- 
age haul on the New York canals and 
on the Mississippi River is long, while 
the heavy coal traffic around Pittsburgh, 
for example, moves for short distances. 

Changes in Traffic Volume. The com- 
parative stability of the traffic volume 
of the several carriers during the past 
eight years is shown in Tables III and 
IV. The lack of adequate ton-mileage 
data is less important here; the short- 
time interval involved would probably 
produce few major shifts in average 
length of haul. Motor carriers are 
necessarily omitted from the compari- 


figure for “Inland Waterways” as well as in the Great 
Lakes traffic, erroneously influences the percentage dis- 
tribution of tonnage and likewise exaggerates the short- 
haul character of waterway traffic. The latter result 
was produced by increasing the tonnage volume which 
was offset against a ton-mileage figure that is exclusive 
of the Great Lakes connecting channels. 


Tas_e II. Ton-Miteace Data ror PRINCIPAL FREIGHT TRANSPORT AGENCIES, 1932 








Tons 
(o00 Omitted) 


Per Cent 
of Total 


Ton-Miles 
(coo Omitted) 


Per Cent 
of Total 





678,854 
39» 544 
80,029 

299,768 
103,829 
11,661 


Steam railroads 

Great Lakes 

Pipe lines (petroleum) 

Intercity trucks 

Rivers, canals and connecting channels 
Electric railways and airplanes....... 


235,308, 521 
24,733,878 
19,600,000 
29,976, 800 

7,904,910 
583,260 





1,213,685 








318, 107,369 
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Domestic TRANspoRT, 1928-35 ® 
(In Thousands) 


Freicut Trarric, PrincipaL MeEpIA OF 








Year 


Class I 
Railways 
(Tons) 


Pipe Lines 
(Bbls.) 


Waterways 
(Tons) 


Electric 
Railways 


(Dollars of 


Revenue) 





1928. . 
1929.. 
1930. . 


1,285,943 
1,339,091 
1,153,197 


1,053,191 
1,156,351 
1,172,165 


339,971 
371,389 
329,625 


$38, 101 
38,042 
31,162 


288, 554 
215,914 
270,683 
276,272 
293 ,962 


23,719 
17,176 
15,365 
15,893 
17,376 


986,953 
1,120,848 
1,189,086 
t, 233,652 


1931.. 894,186 
1932:.:. 646, 223 
1933--| 698,943 
1934.-| 765,296 
1935.-| 789,624 

















(a) Data for all save waterways taken from statistical publica- 
tions of the Interstate Commerce Commission. Source and 
composition of waterway statistics described in Table V, 
notes a and b, below. 

(b) Not yet obtainable. 
son, although some indication of their 
position is afforded by estimates that 
the ton-mileage of intercity motor trucks 
amounted to 5.8% of railroad ton-mile- 
age in 1929, and to 12.7% in 1932.§ 
Inasmuch as railroad traffic volume de- 
clined nearly 1% during that period, 
this would mean a slight increase in 
motor traffic, assuming no appreciable 
change in the average length of haul. 

The railroads (and electric railways) 
clearly were least able to retain traffic, 
while pipe lines suffered very little dimi- 
nution in volume. Waterways occupied 
a middle position, showing more sta- 
bility than the railroads but consider- 
ably less than that of pipe lines. The 
index for waterways conceals widely dif- 
ferent situations, as will be shown later.’ 

Certain causal factors underlying the 
changes disclosed in Tables III and IV 
may be pointed out without, however, 
attempting a full analysis. Some of 
these factors are long-run, or secular, 

° Report of Federal Coordinator of Transportation, 
1934 (Washington, 1935), p. 5. 

7See Tables V and VI below. 

8 The general record is available in Moulton and 
Associates, The American Transportation Problem 
(Washington: Brookings Institution, 1933) and else- 
where. For recent studies of particular waterways 


see: two studies of the Corps of Army Engineers and 
the United States Shipping Board, Transportation in 


in character while others are essentially 
short-run. There are numerous illustra- 
tions of the secular forces operating in 
transportation, forces which are largely, 
although by no means entirely, competi- 
tive in character. The post-war renais- 
sance of inland waterway commerce,® 
Taste IV. InpEx NumsBers oF FREIGHT TRAFFIC, 
Principat Mepia or Domestic TRANSPORT, 


1928-35 
(Average of 1928-30= 100) 








Electric 
Railways 


106.5 
106.4 
87.1 
66.3 
48.0 
43.0 
44-4 
48.6 


Class I 


Railways 


Year Waterways| Pipe Lines 





98.0 
107.0 
95.0 
83.2 
62.2 
78.0 
79.6 
84.7 


1928. . 102. 
1929.. 106. 
1930. . 
1931.. 
1932.. 
1933. . 
1934... 
1935.. 


NI Gnd 0 DO. 

















(b) Based on Table III. 


fostered in considerable measure by 
governmental policy, was far more im- 
portant than is often realized. The secu- 
lar growth of the oil and gasoline pipe 
line industry has been a fairly continu- 
ous one throughout the 60 years of its 
life. Even the depression did not halt 
entirely the expansion in plant invest- 
ment, which for interstate pipe lines 
stood in 1935 at more than $763,000,000 
in comparison with $741,000,000 in 
1929. Transportation of gasoline to 
marketing points by pipe line has grown 
rapidly since 1930.19 This growth in 
the pipe line industry has been attribut- 
able in part to a rise in the demand for 
the product and in part to substitution 
for railroad transportation. In the case 
of the New York Barge Canal, however, 
the Mississippi and Ohio Valleys, 1929, and Transpor- 
tation on the Great Lakes, 1930; H. C. Kidd, Regulation 
of Intercoastal Commerce (Pittsburgh, 1932); John D. 
Sumner, “An Analysis of Mississippi Traffic: 1918- 
1930,” op. cit. John D. Sumner, New York Barge 
Canal Traffic (Buffalo, 1929). 

® Statistics of Railroads and Pipe Line Companies, 


1936, Interstate Commerce Commission. 
10See Moulton and Associates, op. cit., p. 707. 
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the explanation is found largely in suc- 
cessful competition with railroads. Com- 
petition is aided by the greater attention 
to economy caused by hard times. 
Aside from secular factors and some 
short-run competitive situations, the 
depression record of the several types of 
transport is largely a function of the 
stability of the demand for the products 
comprising their traffic. This short-run 
factor of demand stability is doubtless 
principally responsible for the showing 
of the pipe line industry. Similarly, 


the instability of Great Lakes traffic 
reflects the unstable demand for iron 
ore, coal, and export grain, which items 
constitute the bulk of Lake commerce. 
It is important to remember that the 


The highest average annual traffic of the New 
York canals was reached in the decade of the 1870's, 
when the average tonnage was 5,600,604 tons annually. 
It is estimated by the New York Commissioner of 
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demand for freight transportation is 
entirely derived from the demand for 
the article or commodity transported. 

The Waterway Record. The traffic 
performance of the principal waterways, 
presented in Tables V and VI, conforms 
to no uniform pattern. At one extreme 
is found the Great Lakes, on which the 
cyclical record is closely similar to that 
of the railroads; the New York Barge 
Canal, on the other hand, has experi 
enced a phenomenal increase in traffic 
which brings tonnage on that system 
close to its all-time high." It is interest- 
ing that in 1935 tonnage on the Erie 
division of the Canal, between Buffalo 
and Albany, exceeded that of all previ- 
ous years save one.” 


Canals and Waterways that the 1936 tonnage will 
approximate 4,900,000 tons. (Buffalo Courier Express, 
Sept. 28, 1936.) 
12Jn 1880 the Erie division appears to have carried 
(Footnote 12 continued on page $95) 


TaB_Le V. VoLuME oF FREIGHT TRAFFIC oF PRINCIPAL WATERWAYS 
oF THE UniTED StarTEs, 1928-35* 


(In Thousands of Short Tons) 








All Rivers, 
Canals and 
Connecting 
Channels° 


Net Total 

Domestic 

Waterway 
Traffic > 


Ohio 
River4 


Mississippi 
River @ 


New York 
Barge 
Canal 
System 


Inland 
Waterways 
Corpora- 
tion 


Coastwise 
Great and 
Lakes ! | Intercoastal ¢ 





339,971 128,080 20,938 


15,520 


1,758 3,090 | 119,301 | 124,718 


2,876 
3,605 
3,722 
3,643 
45°74 
4,143 
4,489 


135,838 
109,791 
71,788 
39 544 
69,240 
71,795 
83 5748 


131,990 
122,669 
117,195 
90, 217 
114,385 
117,815 
118, 187 


1,575 
1,424 
1,482 
1,573 
1,479 
1,400 
1,732 


11,696 
13,970 
15,628 
14,706 
15,599 
16,038 


21,955 
22, 337 
18,071 
14,317 
16,751 
18,636 
20,977 


135,174 
132,604 
113,323 
103, 829 


371,389 
329,625 
288,554 
215,914 
270,683 | 116,954 
276,272 | 121,069 
293 ,962 (*) 





























(a) Waterway data, with certain exceptions noted, 1928-35, from Reports of or correspondence with the Chief of Army Engineers, 
U.S. A., Vol. II; 1935 data obtained by correspondence with Chief of Army Engineers. New York Barge Canal data for 1935 were 
obtained directly from the Commissioner of Canals and Waterways of the State of New York. Statistics for the Inland Waterways 
Corporation were taken from its Annual Reporis. Coastwise and intercoastal data, 1928-33, from Statistical Abstract; for 1934 and 
1935 from Water Borne Foreign and Domestic Commerce of U. S., by U. S. Shipping Board Bureau, Dept. of Commerce. 

(6) This column excludes coastwise traffic with non-contiguous United States territory and the internal and local harbor traffic of 
ocean and Great Lakes ports. It includes intercoastal traffic between mainland ports. In other respects it follows the method em- 
ployed by the Statistical Abstract of the U. S., which deducts the volume of foreign commerce from the net total of water-borne 
commerce of the United States, which figure excludes all known duplications of reported tonnage. The Abstract comments, 1935, 
Pp. 392: “Estimated .... on the assumption that all the duplications deducted from the grand total (of U.S. water-borne com- 
jee ry represent duplications in domestic traffic; there are, however, some minor cases of duplication connected with foreign 

raffic.” 

(c) This figure excludes Great Lakes traffic passing through St. Mary’s Falls Canal and the Detroit River. 

‘? Between Pittsburgh and the mouth, at Cairo. 

e) The 1928 volume is estimated by applying a multiplier to the sum of the traffic of the different sections. The multiplier (84%) 
is recommended as “conservative” in the 1935 Report of the Chief of Engineers, Vol. II, p. 1091. The traffic is that of the River 
proper, between Minneapolis and New Orleans. 

These statistics represent the net domestic traffic between Lake ports. In 1934 a very small volume of coastwise traffic from or 
to Great Lakes ports is included which appears to have been excluded in prior years. 

(g) Excluding traffic with non-contiguous United States territory. 

(h) Statistics not yet obtainable. 
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InpEx NumsBers oF FreicHt Trarric VoLUME, PrincipAL WATERWAYS 
oF THE UNITED STATES, 1928-358 
(Average of 1928-30 = 100) 








Net Total 

Domestic 

Waterway 
Traffic 


All Rivers, 
Canals and 

Connecting 
Channels 


Ohio 


River 


Mississippi] Waterways 


River 


Inland 


Corpora- 
tion 


New York 
Barge 
Canal 


System 


Coastwise 
and 
Intercoastal 





98.0 97.1 96.3 
107.9 102.4 101.0 
95.0 100.5 102.7 
83.2 85.9 83.1 
62.2 78.7 65.8 
78.0 88.6 77.0 
79.6 ‘ 85.7 
84.7 96.5 














113.0 
85.2 99-3 go.2 
101.8 89.8 
113.8 93.4 
107.1 
113.6 93-3 


110.8 96.9 


113.0 
116.7 
99.2 114.2 
127.7 
88.3 129.9 
109.2 140.7 

















(a) Based on Table V. 


A word of explanation is necessary to 
an understanding of the character of the 
several series. All data represent net 
amounts, that is, duplications arising 
from reporting the same tonnage in more 
than one section of a waterway have 
been eliminated wherever possible. There 
is overlapping, however, between cer- 
tain of the series; for example, most ton- 
nage of the Inland Waterways Corpora- 
tion, or federal barge line, is included in 
that of the Mississippi River, and the 
statistics for “‘all rivers, canals and con- 
necting channels” include virtually all 
waterway tonnage reported under the 
other headings, except for the Great 
Lakes and part of that reported as 
coastwise or intercoastal. The net total 
domestic traffic, inclusive of all the other 
series, excludes local harbor traffic and 
is thus a measurement of total domestic 
“intercity” waterway tonnage. 

The traffic of all the waterway groups, 
except the Great Lakes, reflects the 
secular upturn in waterway traffic during 
the post-war period. This renaissance 


(Footnote 12 continued from page 394) 
4,608,651 tons; the next largest tonnage (prior to 
1935) occurred in 1887, when 3,840,513 tons were 
transported. Erie tonnage in 1935 was 3,898,506 and 
that of 1936 will be appreciably greater. The discrep- 
ancy between the amount recorded for 1880 and all 
other years of the period is so great as to cast doubt 
upon the former, particularly since statistics for that. 


of traffic is not attributable to any one 
factor, nor is it possible quantitatively 
to evaluate the significance of the nu- 
merous contributing causes. The follow- 
ing are causes of major importance al- 
though their significance varies with the 
several waterways: (1) One cause is 
the improvement of channels. Over a 
long period of years large expenditures 
have been made by both state and Fed- 
eral governments. The improved New 
York canal system was opened in 1918; 
the State of Illinois carried out an 
Illinois River project which finally in 
1933 culminated in a usable channel 
between Chicago and the Mississippi 
River. The Federal Government has 
conducted extensive projects, especially 
on the Mississippi, Ohio, and Missouri 
rivers. A nine-foot channel for the Ohio 
River was declared opened in 1929, and 
work is progressing on channels of nine 
and six feet on the upper Mississippi 
and Missouri rivers, respectively. The 
account is a long one; suffice it to say 
here that such improvements have been 
extensive and have been pressed with 


year are not in order and the old records have been 
lost. See Annual Report, 1930, Commissioner of Canals 
and Waterways (Albany, 1931), p. 35. 

18 See John D. Sumner, Recent Developments in Missis- 
sippi River Transport, a doctoral dissertation at North- 
western University, Evanston, 1931, for a discussion 
of the following and related factors. 
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especial vigor during the post-war period. 
Total federal expenditures between 1890 
and 1931 for navigation improvement 
and maintenance of the Mississippi 
River System are estimated to be in 
excess of $472,000,000.'! While, because 
of the problems of joint cost produced 
by the relation between flood control 
and navigation purposes, such alloca- 
tions may be viewed with skepticism, 
the magnitude of federal operations in 
fostering river transport is none the 
less apparent. (2) A second cause is the 
development of improved terminals and 
floating equipment. Here, too, the 
government has supplied initiative and 
funds necessary to provide efficient 
modern terminals, and safer and more 
economical equipment designed to op- 
erate successfully upon our shallow in- 
land rivers. Localities have contributed 
funds to terminal development, while 
the federal barge line has been instru- 
mental in the development of both 
floating equipment and terminals. Prog- 
ress in these directions has come almost 
entirely since 1918. (3) Rail-water inter- 
change and joint rates have been a con- 
tributing factor. The development of 
trafic interchange between railroads 
and carriers by waterway and the es- 
tablishment of joint rail-water rates 
progressed rapidly under the impetus 
of Congressional enactments, Interstate 
Commerce Commission decisions, and 
federal barge line initiative. As Coordi- 
nator Eastman has pointed out:” 


“Those operating in the Mississippi Valley 
could hardly survive were it not for the 
comprehensive system of joint rail-barge 
rates, differentially lower than the corres- 
ponding all-rail rates, which the Commis- 
sion has required, and its regulation of the 
divisions of those rates. The common- 


44 Compiled by Moulton and Associates (op. cit., 
p. 438) from the Annual Reports of the Chief of Army 


Engineers. 
Report of the Federal Coordinator of Transportation, 


1934, P- 13. 


carrier coastwise and Great Lakes lines have 
derived similar benefits from joint rates with 
the railroads. The intercoastal and other 
water carriers have profited from the Com- 
mission’s administration of the so-called 
‘long-and-short haul provision’ of the law.” 


(4) Government operation of common- 
carrier service has also helped to in- 
crease waterway traffic. The federal 
Inland Waterways Corporation, under 
Congressional subsidization, has been 
an active medium for experimentation 
in and development of the requisites of 
increased inland waterway traffic. (5) 
Finally, changes in production and dis- 
tribution have exerted considerable -in- 
fluence in the case of certain industries. 
For example, the development of oil 
fields in Louisiana and the practice of 
maintaining iron and steel inventories 
at distribution points accessible by 
waterway, have been factors in traffic 
growth. Of course, such changes are in 
part results of other waterway develop- 
ments rather than independent causes 
of increased traffic. 

The Inland Waterways Corporation. 
The federal barge line has maintained a 
fairly regular volume of business for the 
period under consideration, as shown in 
Table VII. 

The operations of this federal corpo- 
ration have changed materially during 
the period. In 1932 it established serv- 
ice over the Illinois waterway project, 
a service which was extended to Chicago 
in 1933. In 1935 a schedule was inaugu- 
rated on the Missouri River to Kansas 
City. It seems clear that the ability of 
the corporation to bring its total traffic 
almost to the record set in 19288 is in 
considerable measure traceable to the 
tonnage from these new operations.!” 

16Jn that year the barge line tonnage reached its 
highest point to date. 

17 This is less true than appears superficially, for an 
indeterminate portion of the traffic on the new parts 


of the system would have been transferred between 
(Footnote 17 continued on page 397) 
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TasBLe VII. Trarric Volume oF INLAND WaTERways CorPorRATION, 1928-35* 
(Short Tons) 

Net Lower | Upper Illinois Missouri Warrior 

Year Total> Mississippi ° | Mississippi 4 River @ River ¢ River 
TDP ee ccd, vans. Shale ye 1,758,244 | 1,435,560 WROO Ate. ohh ds. oa Pore oeeeestene. 317,389 
ROME enh. aay ed 1,575,229 | 1,292,876 10 CLO 7 SA Rreniertegee| Crema reer 254,555 
[1 (oe eee ae rar rer 1,424,477 | 1,149,864 OL 702) Geneon eee eee rneer 235,266 
ERM susie. retreats ee 1,481,751 1,170,317 707 20 || eae Re erenen| aeeten eae 283,872 
1s i eer era I, 572,869 1,292,983 104,185 3 C4 S| eee 255,920 
1; ae 1,479,157 | 1,206,302 144, 585 PCC) Sener 254,943 
15 ag ee aera 1,400,406 | 1,127,808 148,068 7 CAT ae 208,449 
2 a ee eee 1,732,059 1,412,516 240,215 346.097 24,866 200, 283 _ 























(a) Computed from Annual ; Repart, Inland Waterways Corporation. 


& Excluding interdivisional traffic. 

¢ 

d) The River above St. Louis 

e) This sector was opened to Chicago i in June, 1933. 
(f) Between Kansas City and St. 


The traffic of this sector is adjusted to include that of the Illinois River for all years. 


(g) From a point near _ bk a on the Warrior River, to New Orleans. 


Despite constant expenditures on 
channel maintenance and improvement, 
delays from low water continue to harass 
barge line operations, especially on the 
upper Mississippi where operation was 
suspended for about three months in 
1934, and on the recently opened Mis- 
souri River channel.'® Likewise, the 
Corporation’s Reports!® contain refer- 
ences to the loss of traffic in sugar, 
cotton, sulphur, coffee, rice, tobacco, 
iron and steel, and numerous other 
commodities because of rate reductions 
by railroads. The traffic manager of the 
barge line complains of numerous rail 
rate reductions in which “we were not 
permitted to join... on a differential 
basis and were totally eliminated from 
any possibility of participating in the 
traffic....”’ The railroads, on the other 
hand, complain bitterly of reductions 
made by the barge line in port-to-port 
rates. Joint rail-water rates and the 
division of revenues therefrom are under 
the jurisdiction of the Interstate Com- 
merce Commission, while all-water rates 
are not subject to regulation. The joint 
rates for years have occasioned sharp 
controversy as to the proper division of 
revenues and the reasonableness of the 


(Footnote 17 continued from page 396) 
rail and barge at St. Louis or Cairo had the extended 
water service not been inaugurated. 
18 See comments in the Annual Report, Inland Water- 


differential to be permitted between the 
all-rail and the lower rail-water charges. 
The problem has been treated in numer- 
ous discussions and recently the Com- 
mission has conducted an _ intensive 
investigation of these relationships.”° 
Conclusion. The past eight years pro- 
vide interesting contrasts in both the 
secular and cyclical position of the prin- 


‘cipal agencies of domestic freight trans- 


port. The waterways, trucks, and pipe 
lines, with certain exceptions noted in 
the text, have shown greater ability to 
resist the inroads of depression than 
have the steam and electric railways. 
To governmental policy may be at- 
tributed a substantial share of the secu- 
lar strength demonstrated by the water- 
ways. The explanation of traffic changes 
in the case of all carriers is found partly 
in long-run factors of growth or decline. 
These have to do with the substitution 
of one transport agency for others, and 
with changes in the demand for trans- 
portation service as such. Short-run 
considerations, including cyclical changes 
in demand for commodities and tempo- 
rary competitive shifts between agencies, 
are at least equally important. 


ways Corporation, 1935, and in the Reports of other 
years. 

19 Annual Report, 1933, p. 26. 

20 Docket No. 26712, Rail and Barge Foint Rates. 





Alienation of the Federal Domain in Canada 
By J. A. MAXWELL* 


N 1869 the Dominion of Canada 

acquired from the Hudson’s Bay 

Company as a federal domain the 
vast territory lying north of the United 
States boundary and between the Prov- 
ince of Ontario and the Rockies. It 
administered this area as a federal 
domain for 60 years, alienating some 
111,660,000 acres. Public policy toward 
the domain in Canada was, in many 
respects, strikingly similar to that of 
the United States. In both countries 
the aim was to promote colonization, 
and for this purpose large grants were 
made to settlers as free homesteads 
and to railway companies in order to 
stimulate construction. And it should 


be remembered that the greater part of 


such alienations in Canada were sequels 
to what had been done in the United 
States. In 1871, when the policy of land 
grants to railways was halted in the 
United States, it was about to be 
adopted in Canada. Railway promoters 
who desired this type of government 
bounty turned from Washington to 
Ottawa. Indeed, not a few of the great 
figures in Canadian railway history got 
their early experience in the United 
States. The homestead policy of Canada 
was also a sequel to that of the United 
States. Canada in 1872 opened its 
public domain to free settlement as had 
the United States Io years earlier. But 
settlement lagged much farther behind. 
Only toward the close of the century, 
when good land open to homesteading 
was no longer abundant in the United 
States, did the stream of immigration 
turn to the Canadian prairies. It is, 
however, clear that the western move- 


* Associate Professor of Economics, Clark University. 


ment was a social phenomenon which 
surmounted national boundaries. 

The area which the Dominion ac- 
quired as a domain in 1869 was virtually 
unsettled, and its sparse population had 
no experience with democratic institu- 
tions. A territorial form of government 
seemed suitable to its needs. But the 
officials sent in by the Dominion to take 
possession were met by insurrection, 
and partly for the sake of peace the 
small province of Manitoba (compris- 
ing at first only 13,500 square miles) 
was set up. But Manitoba was not given 
control of the domain within its bound- 
aries. Development and settlement of 
the West were to be a national respon- 
sibility. A homestead policy was to be 
inaugurated; a railway, subsidized by 
land grants, was to be built to the Pacific. 
Federal retention of the domain was, 
therefore, essential. 

When in 1905 the provinces of Sas- 
katchewan and Alberta were formed, 
the policy was not altered, and at that 
time there can be no doubt that the 
West was heartily in favor of federal 
control. But gradually a feeling de- 
veloped in the western provinces that 
federal retention of the domain was 
unjust. The demand was made not 
only that the domain be transferred to 
them, but also that the whole history 
of federal administration should be 
examined to see whether their interests 
as provinces had suffered. At last in 
1929 the Dominion acted to quiet this 
agitation by handing over the unalien- 
ated portion of the domain to the Prov- 
inces of Manitoba, Saskatchewan, and 
Alberta in which it was located,! and 


1 Dominion Stats., 1929-30, c’s. 29, 41, 3. The actual 
(Footnote 1 continued on page 399) 
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by appointing Royal Commissions to 
complete settlements.” 

In the United States there has been 
no similar agitation by the states for 
cession of the federal domain to them. 
For a quarter of a century after 1826 
the question was, indeed, before Con- 
gress and the net result was more liberal 
grants to the newer states. In more 
recent years some agitation has come 
from the western states, but the Taylor 
Grazing Act has tended to head off any 
further movement in this direction. In 
1931 the Committee on the Conserva- 
tion and Administration of the Public 
Domain recommended 


“that Congress pass an act granting to the 
respective public-land States all the unre- 
served, unappropriated public domain with_ 
in their boundaries, conditional, howeve, 
that in order to make the grant effectiv ” 


(Footnote 1 continued from page 398) 
dates of transfer were July 15 for Manitoba, and Octo- 
ber 1 for Saskatchewan and Alberta. 

The Dominion had also a domain in British Columbia. 
By the terms of union between British Columbia and 
the Dominion in 1871, British Columbia agreed to 
transfer a so-called railway belt of land, stretching 20 
miles on either side of the line of the Pacific railway in 
the Province. This area amounted to 10,976,000 acres. 
In 1884, after the railway had been built, a further 
agreement was made by which British Columbia agreed 
to transfer to the Dominion the so-called Peace River 
block of 3,500,000 acres. As a concomitant of the trans- 
fers in the prairie provinces, the Dominion in 1930 
also gave up its domain in British Columbia (Dom. 
Stat., 1929-1930, c. 37). It returned to the Province 
approximately 9,600,000 acres in the railway belt and 
35230,000 acres in the Peace River block, having dis- 
posed of (by August 1, 1930) about 888,400 acres in 
the former and 170,400 acres in the latter. In the 
railway belt 739,000 acres and in the Peace River 
block 157,200 acres were disposed of as homesteads. 
It should be mentioned also that, at the date of trans- 
fer, 113,000 acres in the former area and 364,900 
acres in the latter had been entered for or sold, but 
not patented. The alienations in British Columbia 
were, as the foregoing figures show, relatively unim- 
portant, and they are neglected in what follows. 

The Dominion retains a public domain in the North- 
west Territories and the Yukon, but it has none within 
the boundaries of a province except for national parks, 
and Indian, ordinance, and military lands. This latter 
group comprises 21,979,000 acres, of which 16,469,000 
acres are national parks and §,177,000 acres Indian 
reserves, 
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the States desirous of accepting it shall so 
signify by act of legislation.’ 


So far the states have not taken action. 
Alienations 


It should be understood that Mani- 
toba, established in 1870, had pro- 
vincial status during almost the whole 
period of federal control, while Sas- 
katchewan and Alberta were provinces 
only during the last 25 years. In what 
follows figures for both the pre-pro- 
vincial and provincial periods are given, 
but for brevity reference to alienations 
in Saskatchewan (or Alberta) will ordi- 
narily mean alienations over the entire 
period, disregarding the possession or 
lack of possession of provincial status. 

Table I shows total alienations over 
the whole period 1870-1930, including 
all acreage which has actually been 
conveyed, almost entirely by issue of 
patents.” Of the surface alienations 17% 
~ 2A a result of their work a much more accurate 
and extensive statement of alienations can now be 
presented than was possible from the public docu- 
ments hitherto available. The writer wishes to ac- 
knowledge the courteous assistance given him by 
Mr. R. A. Gibson, Assistant Deputy Minister of the 
Interior, and Mr. H. E. Hume. 


3 Report of the Committee on the Conservation and 
Administration of the Public Domain (Washington, 
1931), P. 2. 

4The date at which provincial status was achieved 
was of major significance in the dispute between the 
Dominion and Saskatchewan and Alberta, because 
the courts ruled that any injury done to the two prov- 
inces by federal alienations of land within their 
boundaries could be reckoned only from this time. 
For the purposes of this article the division of aliena- 
tions into provincial and pre-provincial is of no sig- 
nificance. 

5 At the date of transfer a considerable acreage ot 
land had been entered for or sold, but not patented. 
The figures in acres (000’s omitted) are as follows: 


School 
Land 
Sales 








Home- Other 


steads 


Province Total 





460 22 294 
2,585 | 1,234 613 
3,804 680 374 


776 
41431 
4,858 


Manitoba...... 
Saskatchewan. . 
Alberta 

















Some of these entries and sales will, of course, be 
cancelled. 
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Taste I, ALIENATIONS oF FEDERAL Domain, 1870-1930* 








Province 


Under-rights 


Surface Rights 
(Acres) 


(Acres) 





Manitoba 

Saskatchewan 
Before 1905 
After 1905 


Before 1905 
After 1905 


19,136,700 
54,113,700 


15,001,900 
39, 111, 800 


38, 409, 200 


12,409, 300 
7,578,700 


II, 199,900 


11, 565,800 
19,988,000 


15,885, 500 


14, 261,000 


24,148,200 4,685,600 








111,659,600 47,439,300 














* The figures for surface rights and under-rights are, of course, not to be added together. Under-rights alienated in Manitoba to 
1908 amounted to 11,165,790 acres. Alienations since than are estimated at 400,000 acres. 


were in Manitoba, 49% in Saskatche- 
wan, and 34% in Alberta. It is estimated 
that some 20,000,000 acres of agricul- 
tural land “remained, in 1931, available 
for settlement’® in the West, and of 
this more than % is in Alberta. Thus 
the bulk of the arable land of Saskatche- 
wan and Manitoba was disposed of 
under federal administration. 

Alienations of under-rights were con- 
siderable in amount in all three prov- 
inces. From the outset the Crown 
protected its rights to gold and silver, 
but according to the common law sur- 
face rights carry with them the owner- 
ship of the base metals below the sur- 
face. Asa result, alienation of agricul- 
tural land at first meant also alienation 
of sub-surface rights. But when it was 
discovered that deposits of coal under- 
lay a considerable area of the West, 
steps were taken in 1887-89 to reserve 
to the Crown all minerals in order that 
they might be disposed of separately. 
This belated effort was, however, partly 
nullified by an adverse court decision 
in 1904 which held that the regulations 

6 Mackintosh, W. A., Pratrie Settlement, the Geo- 
graphical Setting (Toronto: Macmillan Co., 1934), p. 
234. Much larger figures are given in the current 
Canada Year Books, but these Mackintosh considers 
to be “far too large.” 

7 Appeal Cases, 1904, Calgary and Edmonton Rail- 
way v. the King. This decision by the Privy Council 


reversed the decision of the courts in Canada. See 
also Hedges, J. B., The Federal Railway Land Subsidy 


of 1889 applied only to land alienated 
for settlement or by sale.’ This meant 
that all grants to the Hudson’s Bay 
Company and the greater portion of 
the grants to railways have carried 
under-rights. 

For many years the only mineral in 
the federal domain for which there was 
a demand was coal. In general, the 
government disposed of coal lands by 
simple sale until 1907, when these were 
withdrawn from sale and a policy of 
leasing was put into effect. The leases 
ran for 21 years, subject to payment of 
a rental per acre and a royalty per ton 
of coal mined. This policy, while 
giving adequate security for investment 
of capital, was designed to safeguard 
the interests of the nation in an impor- 
tant resource. 

The policy toward petroleum and 
natural gas corresponded to that for 
coal. For many years these were not 
found in appreciable quantities, and the 
government sold oil land at $1 per acre, 
the regular price for Dominion lands. 
But in 1910, when it seemed that an 
increased development might take place, 


Policy of Canada. (Cambridge: Harvard University 
Press, 1934), pp. 115-6. 

8 Both the amount of the royalty and of the rental 
have varied from time to time. In 1907 the former 
was set at § cents per ton and the latter at $1 per acre. 
It may be noted that the Federal Government has 
uniformly made the boundaries of under-rights consist 
of the vertical planes of the surface boundaries. 
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the plan of leasing was substituted for 
that of sale, although lenient modifica- 
tions were given to individuals and com- 
panies when they were engaged in 
drilling and exploration. In general, 
here also the aim was to encourage dis- 
covery and development, and then, after 
deposits had been located, to apply 
stricter terms which would obtain some 
share of benefit for the nation. 

Alienations of under-rights were of 
much greater importance in Alberta 
than in Saskatchewan and Manitoba. 
In the two latter provinces, measured 
in terms of acreage, the totals are large, 
but in terms of mineral quantity and 
value the case is otherwise, because only 
in Alberta were the deposits of coal, 
oil, and natural gas—the important 
minerals—of significance. 


9 Between 1872-90 and 1908-18 a settler was per- 
mitted, within a limited area and subject to certain 
conditions of residence, to purchase a quarter-section 
adjoining his homestead at a price of $3 per acre. In 
approximately the same years and again in a restricted 


TaB_e II. 


Settlers 


Consider next the purposes for which 
the alienations were made. As Table 
II shows, more than ¥% the acreage 
(51.5%) went to settlers. Of the 57,- 
538,200 acres so alienated, 90% were 
as homestead grants, and the remainder 
as preemptions and purchased home- 
steads.? The homestead policy whereby 
settlers, subject to payment of an entry 
fee and fulfillment of certain conditions 
of residence, were given 160 acres of 
land, was in effect continuously after 
1872. 

Viewing the whole 60 years, aliena- 
tions of homesteads in Saskatchewan 
exceeded in amount those of Manitoba 
and Alberta together. But Chart I, 


area and subject to conditions of residence, a settler 
was permitted to purchase a homestead, first at $1 
and later at $3 per acre. For a discussion see Maxwell, 
W. R., The Land Policy of the Canadian Federal Gov- 
ernment (unpublished doctoral thesis, Harvard Uni- 
versity, 1926), pp. 37-42. 


ALIENATIONS OF Domain (UNDER-RIGHTS IN BRACKETS) BY PuURPOSEs, 


1870-1930* 
(In thousands of acres) 








Manitoba.......... 


Saskatchewan 
Before 1905 


After 1905 


Alberta 
Before 1905 
After 1905 


Settlers 


Railways 


Hudson’s 
Bay Co. 


Sales 


Miscella- 


neous 


Total 





71 704.3 
(2,915.6) 


31, 102.1 
(1,185.0) 
2,792.7 

(1, 103.0) 
28 , 309.4 
(82.0) 


18, 731.8 
(149.2) 
1,605.4 
(144.0) 
17,126.4 
(5.2) 


57, 538.2 
(4,253.8 








3,551.5 
(3,552.0) 


15,198.1 
(15,026.8) 


6,113.3 
(6,199.6) 


13,125.4 
(12,950.8) 
10, 728.6 
(9,541.5) 

2,396.8 
(3,409.3) 


31,875.0 
(31, 529.6) 





1,280.0 
(1,280.0) 


2,820.8 


1,244.8 
(1,244.8) 


2,213.1 


1,196.3 
(1,196.3) 

1,016.8 
(1,016.8) 


6,313.9 
(6,313.9) 





3,960. 
(2,773. 


2,251. 
(626. 
867.4 
(608. 
1, 384. 
(18.7) 


2,095.3 
(384.4) 

354-3 
(152.2) 

1,741.0 
(232.2) 


8,307.7 
(3,784.8) 





2,640.0 
(1,040.7) 


376. 

(165. 

1,867. 
(22.1) 


7,624.8 
(1,557.2) 





19,136.7 
(11, 565.8) 


4,113.7 
(19,988.0) 
15,001.9 
(12, 409.3) 
39,111.8 
(7,578.7) 


38, 409.2 
(15,885.5) 
14,261.0 
(11,199.9) 
24,148.2 
(4,685.6) 


111,659.6 
(47,439-3) 





* The figures for Saskatchewan and Alberta were very carefully checked by officials of the Department of the Interior and they 
are not likely to be improved. Those for Manitoba are less reliable. For the years up to 1908 a careful check has been made, but 
from 1908 to 1930 the figures have been taken from the Annual Reports of the Department which do not take account of cancella- 
tions of patents and of revestments. But the error cannot be of much significance. 
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CHART I 
ACREAGE PATENTED AS HOMESTEADS IN MANITOBA, 
SASKATCHEWAN, AND’ALBERTA, 1875 - 1930 


T) ® !914- 2,791,700 ACRES 


THOUSANDS OF ACRES 














which shows the approximate acreage 
patented as homesteads by years, as 
well Table III, brings out certain strik- 
ing facts. Three different periods are 
evident: one of slow development up 
to the 20th century, a short period of 
boom, and finally one of decline. In the 
first period, covering 35 years, only 14% 
of the alienations occurred and of these 
nearly % were in Manitoba. For that 
province more lands were patented as 
homesteads in 1886 than in any later 
year. But in the second period there 
was a dramatic change. In 15 years 
over five times as much acreage was 
patented as homesteads as in the pre- 
ceding 35. Alienations in Manitoba, 
however, were relatively insignificant, 

10The dates at which patents were issued do not, 
of course, coincide with settlement, because a home- 
steader would have to settle on his homestead at least 


three years before a patent would be issued to him. 
In a few cases under-rights alone were alienated, 
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while those in Saskatchewan and AI- 
berta were of tremendous importance 
because of the heavy and sudden surge 
of settlement into them.’° In the final 
decade the boom was over. The best 
land had been taken, agriculture was 
not prosperous, many of the settlers 
drifted away from their lands without 
obtaining title, and the number of home- 
stead entries in most years was less than 
the number of cancellations. 


Railways 


Alienations to railways amounted to 
31,875,000 acres, over % of the total. 
Of this only 11% was located in Mani- 
toba, while 48% was in Saskatchewan 
and 41% in Alberta. It should be re- 
membered also that in this instance 
under-rights as well as surface rights 
were alienated," because the policy of 
retaining under-rights had not been 
formulated when most of the commit- 
ments to railways were made, and was, 
besides, ineffective for years afterwards. 

Table IV gives the alienations by rail- 
ways. As is well known, the Canadian 
Pacific Railway got by far the largest 
land grant in order to assist it in con- 
structing a transcontinental line. Its 
19,816,000 acres were over 62% of the 
total grants to railways. The remainder 
was given to nine lines, but five of 
them! were absorbed by the Canadian 


and vice versa, but the statement is generally correct. 

12 The Calgary & Edmonton, the Great Northwest 
Central, the Manitoba and Northwestern, the Manitoba 
Southwestern Colonization, and the Saskatchewan 
and Western. 


TaBLe III. Approximate PERCENTAGE DISTRIBUTION OF LANDS ALIENATED AS 
HoMESTEADS 








Saskat- 


Period Manitoba | chewan | Alberta 


Saskat- 
chewan 


Total Manitoba Alberta Total 





100% 


1871-1905 
1906-1920 


1921-1930 


49% 
5 
14 


32% 
59 
50 


19% 
36 
36 


100 
100 


9% 
79 


8% 
77 
15 








13% 





54% 





33% 





100% 








100% 





100% 
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TaB_Le IV. Lanps ConvEYED To Rattway ComPANIES BY THE DoMINION* 








Railways 


Manitoba 


(Acres) 


Saskatche- 
wan 
(Acres) 


Alberta . 
(Acres) 


Total 
(Acres) 





Canadian Pacific, Total 


Main Line 
Souris branch 


Pipestone extension. ..............000. 0c eee eee oe 


Alberta Railway & Irrigation 

Calgary & Edmonton 

Great Northwest Central 

Manitoba Northwestern 

Manitoba Southwestern Colonization 
Saskatchewan & Western 

Canadian Northern 

Manitoba & Southeastern 

Qu’Appelle, Long Lake & Saskatchewan 


2,198,600 


7,812,200 


9, 837,700 


19,816,000 





6,216,700 
1,395,700 
199, 80¢ 


5,500 
13,500 
313, 600 
1,071,900 


9,837,000 
200 


18 , 207,000 
1,408,700 
200, 300 


1, 101,700 
1,820, 100 

320,000 
1, 501,400 


1,396, 800 
98 ,900 
31422, 500 
80, 300 


1,624,600 1,624,200 




















* Discrepancies in the totals occur because small revestments before 1905, for which details by railways are not available, are 
not deducted, and because a small acreage for rights-of-way is not included. 


Pacific, and two" by the Canadian 
Northern. 

Appraisal of the alienations in aid of 
railways is not yet possible. It is, how- 
ever, the judgment of a competent 
student that the action of the Dominion 
in making grants to the Canadian 
Pacific Railway has been justified by 
subsequent events. A transcontinental 
line was built and the Canadian Pacific 
Railway engaged in a settlement policy 
with energy and success. Alienations 
to other companies have achieved mixed 
results, but in the main the grants to 
the smaller colonization railways were 
mistakes. 


The Hudson’s Bay Company 


As a condition in the deed of sur- 
render of 1869, the Hudson’s Bay Com- 
pany was entitled to “claim in any 
township or district within the fertile 
belt in which land is set out for settle- 


18 The Manitoba & Southeastern and the Qu’Appelle, 
Long Lake and Saskatchewan. 

14 Professor Hedges has this to say about the Cana- 
dian Pacific: “In one respect, the work of the Canadian 
Pacific was unique among land grant railways in North 
America. Other companies sold land; the Canadian 
Pacific actually colonized it.” (Op. cit., p. 121.) This 
monograph contains very instructive comparisons 
between railway land subsidy policy in the United 


ment, grants of land not exceeding 
1/20 of the land so set out,” to be 
selected by lot. The Dominion lands 
act of 1872 specified how this was to be 
carried out,” and under it a total of 
6,313,900 acres (both surface and under- 
rights) passed to the Company. Of this 
45% was in Saskatchewan, 35% in 
Alberta, and 20% in Manitoba. 
Sales 


Under the heading of sales a variety 
of items has been included, of which the 
most important is school lands. In 
1872 by the Dominion lands act pro- 
vision was made that sections 11 and 
29 of every township in Manitoba and 
the territories should be set aside as 
an endowment for schools, although 
complete control was kept by the 
Dominion. Sales were to be made by 
auction, and the proceeds were to be in- 
vested in Dominion securities. The in- 
come from these, less costs of adminis- 


States and Canada, See also Martin, Chester, “The 
Railway Land Grant System in Western Canada,” 
Canadian Historical Association Report, 1934, pp. 78-9. 

15 The Company was to receive section 8 in each 
township, when surveyed, and the whole of section 26 
in each township whose number is divisible by five, 
and the southern half and northwest quarter of section 
26 in all other townships. 
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tration, was to be paid over to the 
government of the province or territory 
for school purposes. The school land 
sales actually patented by 1930 were as 
follows:'* 


593,300 acres 
876,200 acres 
563,200 acres 


Manitoba 

Saskatchewan 

Alberta 
But school lands were sold on a 10-year 
basis and as a result a considerable 
acreage—47,900 acres in Manitoba, 
1,233,600 acres in Saskatchewan, and 
679,900 acres in Alberta—had been sold 
for which patents had not been issued. 
Some of this acreage (perhaps 40%) 
will revert to the Crown. 

Both the conception and the execu- 
tion of the school lands scheme must be 
approved. The Dominion, despite pro- 
vincial protest, made few sales until 
settlement of the West was well ad- 
vanced. It sold at opportune times and 
at high prices—an average of $16 per 
acre on net sales in Saskatchewan and 
Alberta. The land was sold on a time 
basis—10% in cash and the rest in nine 
instalments with interest at 6%, and the 
Dominion did not pursue an aggressive 
policy about collections. As a result 
many purchasers got in arrears and 
many sales were cancelled. On the other 
hand, administrative costs were low. 
Upon relinquishment of the domain 
the Dominion turned over school lands 
funds amounting to $5,920,000 for Mani- 
toba, $17,809,000 for Saskatchewan, 
and $9,564,600 for Alberta. It also 
bound the provinces to continue to ad- 
minister the unalienated school lands 
for the support of schools. 

168In Manitoba 137,500 acres had been patented 
before 1905, but only 3,100 acres in Saskatchewan and 
1,500 acres in Alberta. 

17In the case of Manitoba 850,100 acres of swamp 
lands, sold by the Provincial Government, have been 
included. These lands were handed over by the Do- 
minion to the Province at various times between 1887 


and 1912, but in 1912 the transfers were stopped and 
the unalienated swamp lands in the control of the Prov- 
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The other items grouped as sales do 
not merit attention.!” It is to be assumed 
that the Dominion, in most cases, sold 
them on a commercial basis and for an 
adequate revenue. 


Miscellaneous 


Under this heading two items—half- 
breed grants and soldier-grants—should 
be explained. The Dominion from the 
beginning recognized an obligation to- 
ward the half-breeds, as well as toward 
the Indians in the Northwest. As 
treaties were signed with the Indian 
tribes, provision was also made for the 
issuance to each half-breed (born be- 
fore 1885) of cash scrip for $240, or 
land scrip for 240 acres of land. By the 
land scrip a total of 2,707,100 acres of 
land was alienated as follows: 








Province Acres 





1, $18, 500 


Manitoba 
761, 30¢ 


Saskatchewan 
Before 1905—535 ,'700 
After 1905—225,600 


Before 1905—299, 000 
After 1905—128, 300 








Most of this land was not settled by the 
half-breeds, but was sold by them to 
speculators. It is, however, difficult to 
see how this could have been avoided.'® 

Land was alienated as soldier grants 
principally to South African War vet- 
erans and to veterans of the Great War. 
In the former case the veteran was en- 
titled to two quarter sections, issued in 
the form of scrip. The scrip was trans- 
ferable and much of it, especially when 
ince were retransferred to the Dominion. Nothing 
of the sort was ever done for Saskatchewan and Alberta, 
and for the sake of comparability the figures for 
Manitoba have been added to the sales, 

18In Manitoba some 472,600 acres in addition were 
granted through the act creating the province in order 
to quiet the titles of residents already occupying 
land. 
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issued to veterans not domiciled in the 
West,!* was sold. But it is to be ob- 
served that the possessor of the scrip 
had, before he secured possession of the 
land, to fulfill all conditions required of 
a homesteader. Alienations were as 
follows: 


8,000 acres 


1,199,900 acres 
1,017,300 acres 


Manitoba 
Saskatchewan 
Alberta 


2,225,200 acres 


Veterans of the Great War were allowed 
free entry to a quarter-section (not 
issued in the form of negotiable scrip), 
subject to the regular services incident 
to a free homestead. The scheme was 
thus a special phase of the settlement 
policy of the Dominion. In addition, 
special grants were made to soldiers 
who made application through the 
Soldier Settlement Board. Alienations 
to veterans were approximately as fol- 
lows: 
232,500 acres 


561,500 acres 
645,200 acres 


1,439,200 acres 


It should also be noted that about 131,- 
7oo acres in Manitoba, 96,000 acres 
in Saskatchewan, and 130,600 acres in 
Alberta had been entered for or sold to 
veterans, but not patented by 1930. 


Dominion Expenditure on and Revenue 
from the Domain 


Since 85% of the alienations of do- 
main in Manitoba, Saskatchewan, and 


19 The scrip could be taken up by non-residents only 
in Saskatchewan and Alberta. 
20 Revenue from school lands not included. 
21 These subsidies, which were not discontinued after 
the transfer of the lands, were as follows: 
Manitoba, 1882-1930 $11, 804,000 
Saskatchewan, 1905-1930 14, 200,000 
Alberta, 1905-1930 12,750,000 


$38,754,000 
The various Royal Commissions, appointed to deal 
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Alberta went as grants to settlers, rail- 
ways, and the Hudson’s Bay Company, 
it is obvious that figures for Dominion 
revenue from the domain are of little 
significance. From a homesteader the 
Dominion obtained only an entry fee 
of $10, and from a preemptor $3 an 
acre. Sales were, of course, on a com- 
mercial basis, but from the most impor- 
tant item, school lands, the proceeds 
were not a part of federal revenue. 
From grazing, timber, and mining land 
the Dominion received rentals, fees, 
and royalties, but the amounts were 
not large. On the other hand, it is 
difficult to know what expenditure to 
charge against the domain. It will 
suffice to take the figures from the pub- 
lic accounts without attempt at refine- 
ment. These show an expenditure on 
ordinary account, 1873-1930 inclusive, 
of nearly $109,000,000, including therein 
the cost of civil government (mostly 
salaries of the Department of the In- 
terior at Ottawa) and expenditure for 
administration of the Dominion lands. 
The revenue obtained was nearly $95,- 
000,000.79 Some of the expenditure in- 
cluded above would doubtless have been 
made by the Dominion even if it had not 
been in control of the domain, but 
roughly it appears that the Dominion 
had a deficit of some $14,000,000, not 
including its expenditure for land sub- 
sidies.”4 
The Subsidies in Lieu of Land” 


Although federal policy regarding the 
public domain in Canada has obvious 


with the natural resources question, have endeavored 
to apportion by provinces the Dominion expenditure 
on and revenue from the domain, and to exclude from 
the figures those expenditures and revenues which 
were for Dominion, as distinct from provincial, pur- 
poses. But satisfactory results were not obtained and 
in any case the distinction is not pertinent here. 


2 See Maxwell, J. A., “The Dispute over the Public 


Domain in Canada,” 41 Yournal of Political Economy 
777-805 (December, 1933). 
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similarities to that in the United States, 
one feature was distinctly unique. The 
Dominion Government has given an- 
nual cash subsidies to the provincial 
governments, avowedly as compensa- 
tion for retention of the domain under 
federal control. 

A subsidy in lieu of land was given for 
the first time in 1871. Then British 
Columbia was allowed $100,000 a year, 
ostensibly ‘in consideration of” the 
promise of the provincial government to 
transfer to the Dominion a belt of land 
extending for 20 miles on either side of 
the Pacific Railway. In reality there 
was no essential connection between the 
subsidy and the land. The $100,000 a 
year was merely an extra inducement to 
bring British Columbia into the union. 
In 1873 Prince Edward Island, upon 
entering the union, was given a subsidy 
of $45,000 a year because it held “no 
lands from the Crown,” and again the 
grant was a fiscal device. But both of 
these supplied precedents and in 1882 
Manitoba was given $45,000 a year 
(increased to $100,000 in 1885) in lieu 
of land. When Saskatchewan and AI- 
berta were made provinces in 1905 a 
still more generous land subsidy, vary- 
ing with population, was given to them 
as follows: 








Annual Subsidy 


Population in Lieu of Land 





$ 375,000 
562, 500 
750,000 

1,112,500 


Under—400, 000 


800,000—I , 200,000........ 
I, 200,000 and over 








At once Manitoba felt aggrieved and, 
after its boundaries had been extended 
in 1912, it was put upon an equality 
with them in land subsidy. 

Both in origin and in development the 
so-called subsidy in lieu of land was a 
fiscal device. Its amount was deter- 
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mined by the necessity of meeting a real 
or assumed fiscal need on the part of a 
suppliant provincial government and it 
was in no sense a calculated equivalent 
for federal retention of the land. But 
its existence undoubtedly gave plausi- 
bility to an agitation which came to be 
called “the natural resources question.” 
In the West the opinion grew up that 
federal retention of the western domain 
was unjust. Gradually the agitation 
broadened until the demand was made 
not merely that the Dominion should 
transfer to Manitoba, Saskatchewan, 
and Alberta the unalienated domain 
within their boundaries, but also that 
the subsidy in lieu of land should be 
continued without diminution. For 
years these claims were ignored, but in 
the post-war period a series of political 
accidents made this attitude no longer 
possible, and the Federal Government 
agreed to transfer the unalienated do- 
main and to appoint Royal Commis- 
sions to report upon what financial con- 
sideration, if any, was due to the pro- 
vincial governments because of federal 
control and alienation of the lands of 
Manitoba from 1870 to 1930, and of 
Saskatchewan and Alberta from 1905 
to 1930. 

The Royal Commission for Manitoba 
was appointed first, and in 1929 made its 
recommendations. The Federal Govern- 
ment, after it had handed over the do- 
main, was.to pay, in the future as in 
the past, annual grants equal to the sub- 
sidies in lieu of land; and it was, in ad- 
dition, to pay to Manitoba the lump 
sum of $4,584,200. The Royal Com- 
mission gave no satisfactory grounds for 
these over-generous recommendations. 
It did not show that Manitoba had 
suffered a financial loss through federal 
control of its domain. Nevertheless, the 
Federal Government accepted and im- 
plemented the report. At the same time 





ALIENATION OF CANADIAN DOMAIN 


it handed over to Saskatchewan and AI- 
berta their domain and agreed to con- 
tinue payment of the former land sub- 
sidy. Five years later, in 1934, two 
Royal Commissions were appointed to 
consider whether or not any additional 
financial consideration was due to Sas- 
katchewan and Alberta. In 1935 they 
recommended that the Federal Govern- 
ment should pay each the lump sum of 
$5,000,000. In the light of what had 
already been given to Manitoba, some 
such concession was inevitable.” 

The history of “the natural resources 
question” is a story of unedifying and 
intricate legerdemain. An unreasoning 
agitation grew up, concessions were 
made to quiet it, and the concessions 
tended to justify and to stimulate the 
agitation. It should, indeed, be noticed 
that, by 1930, the chief purposes for 
which the Dominion held the domain 
had been realized, and it may be argued 
that future settlement and exploitation 
of the West can best be handled by the 
provincial governments. But it was not 
in answer to such arguments that the 
Dominion transferred the domain and 
gave financia] favors to the western 
provinces. 


Conclusion 


Now that federal control of the 
western domain has ended, it may be 
asked whether or not its developmental 
and settlement policy was a success. 
Only a few general observations can be 
ventured here.” It is fairly clear that, 
whatever may be the judgment now, 
most of the policies of the Dominion 
were strongly endorsed by public senti- 
ment at the time they were instituted. 

*3The recommendations have not yet been imple- 
mented by legislation. 

4 No attention in Canada has been paid to the injury 
that may have been done the eastern provinces because 
of federal control of the western domain. For years 


the immigration and settlement policy of the Federal 
Government was designed almost exclusively to bring 
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In this respect numerous parallels in 
the United States can be -suggested. 
Consider the grants to railways. In the 
United States these were stopped in 
1871 because of the cry of monopoly 
and because of the feeling that they con- 
flicted with the homestead policy. By 
then the American West had been 
tapped by a railway network and the 
farmers had begun to insist that rail- 
way rates were excessive. But in 
Canada in 1871 the West had no rail- 
ways and few settlers. Conserving the 
public domain for homesteaders could 
hardly have been advocated until there 
was a transportation system to get 
settlers in and to carry their crops out. 
And in the 1870’s the new Dominion 
Government could not give much assist- 
ance by cash or credit for railway con- 
struction in the West. If this construc- 
tion was to be secured at all—and about 
this there was a real difference of 
opinion—everyone felt that generous 
land grants provided the only feasible 
method. But after the Canadian 
Pacific Railway had been built, there 
arose sharp criticism in the West. As 
in the United States the charge of 
monopoly was made and in 1894 the 
policy of land grants to railways was 
abandoned. It had, however, served its 
purpose, and even with the advantage 
of hindsight, a favorable appraisal can 
hardly be withheld from it. Nor should 
it be overlooked that the Canadian 
Pacific Railway, to which over 60% of 
this acreage was given, appears to have 
pursued a settlement policy superior to 
that of any of the land grant railways in 
the United States. 


people to the West. The West was, of course, a virgin 
area, but the Federal Government accelerated move- 
ment into it not only from foreign countries, but from 
the rest of Canada. 

% An adequate examination can be expected in a 
book now in preparation by Morton, A. S. and Martin, 
Chester, History of Prairie Settlement and Dominion 
Lands Policy. 
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The homestead policy also was en- 
dorsed by public opinion. For many 
years it was regarded as the cornerstone 
in the scheme of settlement for western 
Canada, because there seemed no better 
way to get settlers on the land at the 
earliest possible moment. Canada in 
1872 had before it the example of the 
United States and the homestead policy 
seemed to have built up thriving com- 
munities and to have increased the 
power of the nation. Doubts about the 
wisdom of free homesteads would, in 
any case, have been futile. If some part 
of the stream of settlement was to be 
diverted from the United States, lands 
had to be offered to settlers by Canada 
on at least as good terms. In recent 
years, indeed, criticism of the home- 
stead policy has been expressed and 
evaluation in the light of history may 
disclose unexpected debits. Some land 
was opened to arable agriculture which 
should never have been turned by the 
plow; settlers were allowed to enter 
upon quarter-sections in areas where a 
living could not be secured from a farm 
of that size; agriculture was over-ex- 
panded because the government helped 
too many people to get farms. In short, 
the homestead policy was not perfect in 
conception or in execution. But it is im- 
possible to see how any other policy 
would have been acceptable at the 
time.?? 

The policy of the Dominion about 
under-rights seems to have been fairly 
adequate. The aim was to encourage 


% The recurrent crop failures in the semi-arid dis- 
trict of southern Saskatchewan in recent years have 
raised the question as to whether this area should 
have been opened for farming. Serious doubts were 
expressed by the Department of the Interior at the 
time, but the government felt itself forced to yield to 
the pressure of public opinion. (Maxwell, W. R., op. 
cit., Pp. 47.) 

27In appraising the policy of the Federal Govern- 
ment of the United States, Professor Hibbard makes 
the following statement: “The policy of land grants 


development while safeguarding the 
public interest. Separation of under- 
rights from surface rights was made as 
soon as the existence of valuable miner- 
als was realized, and a system of long- 
term leases supplanted sales when ex- 
pansion of the mining industry in the 
West seemed imminent. The problems 
in Canada were much simpler than 
those of the United States because the 
mineral resources in the federal domain 
were less extensive and less valuable. 
Indeed, it may be said that the Canadian 
regulations were never subjected to the 
test of a period of rapid and sustained 
development. 

There has also been criticism of the 
administration, as distinct from the 
policies, of the Dominion. The western 
provinces have asserted that federal 
officials, domiciled at or directed from 
Ottawa, were often uninformed about 
local conditions or neglectful of local 
interests and that, as a result, there was 
a significant amount of maladministra- 
tion.2® This criticism appears to be of 
little weight. No doubt administration 
at long range led to some mistakes, but 
it is certain that the only alternative— 
administration by provincial officials— 
would have led to mistakes at least as 
serious. Provincial administration of 
land in Canada has been far from satis- 
factory. Pressure from local interests 
has been hard to resist; favoritism and 
shortsighted policies have resulted. Do- 
minion administration was relatively 
free from these currents; it was relatively 


in the United States had at its heart a simple principle: 
the great public domain was to be disposed of as quickly 
as possible in the interests of settlement and in order 
to encourage the establishment of needed public serv- 
ices” (Encyclopaedia of the Social Sciences (New York: 
Macmillan Co., 1933), Vol. IX, p. 36). The same 
principle underlay the policy of the Federal Govern- 
ment in Canada. 

28 The criticisms were expressed in the hearings of 
the Saskatchewan and Alberta Royal Commissions 
which have not been printed. 
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disinterested and it, therefore, avoided 
the most dangerous pitfalls. 

In this connection further comparison 
with the United States may be in- 
structive. The western provinces have 
directed vigorous criticism against the 
manner in which the Dominion has 
handled the school lands. In Canada 
these lands were not, as in the United 
States, handed over to provincial (or 
state) control. The Dominion retained 
ownership, and after sale of land it 
managed the investment of the pro- 
ceeds. As has been indicated, the re- 
sults obtained were good—much better 
than could have been anticipated from 
provincial administration. If the ex- 
perience of the American states is any 
criterion, the lands might in such case 
have often been sold too early, the pro- 
ceeds might have been badly invested 
and even diverted to purposes other 
than education.”® 

The provinces have also criticized 
Dominion administration of timber 
lands. The only criticism which seems 
to have any basis is that the Dominion 
took too much the long-run view and 
had too much the national outlook. It, 
therefore, spent money for forest con- 
servation which the western provinces, 
in control of their lands, would not 
have spent. Such criticisms, if admis- 
sible at all, are founded entirely upon 
the fiscal aspects of administration. 
Even if the provincial budgets suffered 
slightly, the western provinces as a 
whole were fortunate that their forests 
were handled by the Dominion. 

The contrast to what was done in the 
United States is, of course, very strik- 
ing. In Canada the Federal Govern- 
ment gave only the right to cut timber; 
in the United States most of the timber 


29 Knight, G. W., “History and Management of 
Land Grants for Education in the North-West Terri- 
tory,” 1 Papers of the American Historical Association 
152-68. 


lands were sold outright at low prices, 
timber depredations were very large, 
and there was much loss from over- 
cutting and from fire. In the opinion of 
Professor Hibbard, “one of the clearest 
and most unfortunate failures of the 
government in its handling of the pub- 
lic domain is that in connection with the 
timber supply.’’*° This costly mistake 
was not repeated in Canada. Its timber 
industry developed relatively late and 
after the conservation movement had 
gained strength. Both the Dominion 
and most of the provinces which had 
control of their domain were able to 
profit by the mistakes of their neighbor. 

There was, indeed, one unfortunate, 
if inevitable, feature of Dominion con- 
trol of the western domain. The aim of 
the Dominion was to settle the West 
and once land was patented its respon- 
sibility ended. But the responsibility 
of the provincial government had only 
begun.*! Roads had to be constructed, 
schools provided; in short, the pro- 
vincial government and municipal gov- 
ernments had to assume burdens which 
they had not created. Sometimes these 
burdens were difficult to handle, par- 
ticularly in localities where the most 
valuable property belonged to the 
Canadian Pacific Railway and was tax 
exempt. But such difficulties should 
not be overstressed. They would have 
recurred, in modified form, even under 
provincial administration. Only under 
a scheme of controlled settlement could 
they have been averted, and that could 
hardly have been made effective by any 
government in western Canada. The 
settlers desired to locate where they 
pleased and they would not have ac- 
quiesced readily to governmental sug- 
gestion. 


30 Hibbard, B. H., 4 History of the Public Land 
Policies (New York: Macmillan Co., 1924), pp. 469-70. 


31 Cf, Maxwell, W. R., op. cit., p. 48. 





The Accounting Treatment of Unamortized 
Discount and Premium in Utility 


Refunding 


Operations 


By V. CHILDS KLUG* 


N THE past few years, particularly 
during 1935 and the first half of the 
present year, many public utility 

bond issues have been refunded, pri- 
marily because of the opportunity af- 
forded by the low cost of money. Dur- 
ing 1935 it was restricted very largely 
to the major operating companies on 
account of their strong credit positions.’ 
As business conditions improved gen- 
erally throughout the country during 
the first six months of 1936, smaller 
companies became more active in re- 
financing.2 This will undoubtedly be 
even more evident during the latter 
part of this year, if business conditions 
continue to improve along with a con- 
tinuation of low interest rates. These 
conditions enabled many utilities to 
effect savings in interest charges, after 
taking into consideration the coupon 
rate, maturity, underwriters’ commis- 
sions, incidental expenses, the price 
and the premium usually paid in retir- 
ing the old bond issue before maturity. 

In a recent address before the Fourth 

Annual Convention of the Edison Elec- 
tric Institute, June 3, 1936,’ the fol- 
lowing important facts were pointed 
out: 


* Research Accountant, Public Service Commission 
of West Virginia. 

The original draft of this article was prepared by 
the author when he was Research Accountant with the 
Department of Public Service, State of Washington 
(March, 1936), and since has been enlarged and new 


material added. This article is submitted by the 
author in his individual capacity and may or may not 
reflect the views and opinions of either Commission. 

1For a complete analysis, see Ostrander, E. D., 
“Public Utility Financing in 1935,” 12 Fournal of 
Land & Public Utility Economics 91-94 (February, 


“The dearth of need for new capital could 
not be better demonstrated than by the 
experience of the utility bond market in 
the recent past. In the fourteen months 
ended April, 1936, $1,510,000,000 of utility 
bonds have been sold—an amount equal 
to about a quarter of the entire funded debt 
of these companies. Yet out of this huge 
total only $15,000,000, or about 1%, repre- 
sented new capital, all the rest being merely 
the refunding at a lower rate of interest of 
previously existing debt.’ 


The issuance of bonds for the purpose 
of retiring old issues bearing a higher 
interest rate, with a resultant saving 
which reacts to the advantage of the 
public—both as an investor and as a 
customer—is to be recommended. The 
accounting problem involved is con- 
cerned with the treatment of the bal- 
ance remaining in the unamortized dis- 
count account, to the best interests of 
both. In a recent article it was said: 
“That this question cannot be settled 
out of hand is apparent from the fact 
that the public utility commissions of 
the various states, the authorities most 
frequently called upon to deal with this 
question, do not appear to be in agree- 
ment on it.’ 

1936). See also: Dahl, Lawrence G., “Some Com- 
ments on Public Utility Refunding Operations,” 12 
Ibid. 256-263 (August, 1936). 

2 See, Ostrander, E. D., “Public Utility Financing in 
the First Quarter of 1936,” 12 Fournal of Land © 
Public Utility Economics 208-210 (May, 1936). 

3“Part Played by Holding Companies in Rapid 
Growth of Power Consumption” by C. W. Kellogg, 
Chairman of the Board, Engineers Public Service 
Company. 

‘Reprinted from 47 Annalist 838 (June 5, 1936). 

5 Freeman, Herbert C., “The Treatment of Un- 


amortized Discount and Premium on Retirement in 
(Footnote 5 continued on page 411) 
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In view of these disagreements, to- 
gether with the history-making epoch 
of the late utility refunding issues, it 
seems both highly desirable and neces- 
sary to develop definite methods of 
procedure. The purpose of this paper 
is to present what is believed to be the 
best accounting procedure, when con- 
sidering the equal rights of both the 
investor and the ratepayer. It is axio- 
matic that the issuance of utility bonds 
for the purpose of retiring a like amount 
of bonds bearing a higher interest rate, 
with a resultant saving which should 
react to the equal advantage of both 
the utility and the ratepayer, is con- 
sistent with the public good. 


Current Theories 


A careful study of the present views 
on this problem has disclosed to the 
writer three important and distinct 
theories for handling the problem. All 
of them must be given serious con- 
sideration before one may depart from 
any of them to set up a plan which 
embodies the essentials of the three 
theories and yet promulgates a work- 
able system that is considered fair and 
just to all concerned. 


1. The ultra-conservative theory is that 
the remaining unamortized discount on the 
issue retired, together with the premium paid 
on retirement, should all be charged to 
Earned Surplus in the year in which the 
bonds are retired. Most authorities agree 
that this method is the conservative prac- 
tice but many are of the opinion that very 
often this procedure cannot be justified from 
an economic or business point of view. That 
this is so can readily be seen in any instance 
when a corporation has no Earned Surplus 
account, or, when it has one that is smaller 
in amount than the total of the unamortized 
discount and premium. If this method were 

Footnote 5 continued from page 410) 
Refunding Grontota Fournal of Accountancy, Octo- 
ber, 1935, pp. 252-259 at p. 255. For a discussion of 
the attitudes of the state commissions of Michigan, 
New York, Ohio and Wisconsin, see pp. 255-7. See also 
Dahl, op. cit., at pp. 262-3. 
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adopted it would result in a deficit on the 
balance sheet of the utility. Such a procedure 
would in all probability also resylt in defeat- 
ing the disposition of the new bonds. It 
would result in the favorably situated utili- 
ties (that is, those having a substantial 
surplus) being able to refinance, while those 
less fortunate would not be able to do so, 
if this ultra-conservative theory was fol- 
lowed. 

2. Certain public service commissions and 
many reputable accounting firms have pro- 
mulgated different rules, including a rule 
that the unamortized discount and the pre- 
mium on the retired issue, together with any 
discount and expense on the new issue, 
should be amortized over the life of the 
new issue. This rule is based on the theory 
(1) that there is not only a saving in interest 
charges over the life of the old issue, but 
also a benefit to the corporation in that 
generally the maturity date of the new 
issue is considerably later than that of the 
old issue; (2) that the refinancing is done for 
the purpose of obtaining both the lower 
rate of interest and the extension of the 
time of ultimate payment, and consequently 
that the entire period of the new issue should 
stand the total cost. 

3. Another theory is that the unamor- 
tized discount and premium on retirement 
of the old issue should be amortized over 
the remaining life of the old issue and the 
discount and expense of the new issue over 
the life of the new issue. This procedure 
is advocated by many reputable accountants 
and was expressed by one of them in an 
address before the American Institute of 
Accountants at Boston, Massachusetts, on 
October 15, 1935: ‘““This procedure would 
appear to be fundamentally sound as it 
limits the spread of the amortized discount 
and premium applicable to the refunded 
issue to those years which, as can be defi- 
nitely determined in advance, will receive 
the benefit of the lower cost of money as a 
result of the refinancing.’”® 


Proposed Treatment 


The proper treatment of this problem 
is an important one to the accounting 


6 Andersen, Arthur,‘‘ Present-Day Problems Affecting 
the Presentation and Interpretation of Financial State- 
ments,” Fournal of Accountancy, November, 1935, 
Py. 330-344 at Pp. 343. 
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profession. A careful study of the 
opinions received from various eminent 
accountants reveals that there is ob- 
viously room for definite and honest 
differences of opinion. Accounting 
methods prescribed for public utilities 
are of necessity more rigid than those 
followed in non-regulated industry, as it 
is necessary at all times to consider the 
equal rights both of the utility and the 
ratepayer. This is especially true under 
a scientific and long-range plan of regu- 
lation which has as its primary function 
the protection of such equal rights. 
With this in mind a procedure is pre- 
sented below which embraces account- 
ing methods that may be subject to 
criticism by some accountants in non- 
regulated industry, but is believed to 
be the most desirable for regulated in- 
dustries, since its primary function and 
purpose are to set forth a procedure 
which takes into consideration the rights 
of the utility as well as the ratepayer. 
A. The balance remaining in the un- 
amortized discount account should not 
be charged off in one year to Earned 
Surplus, but should be amortized over 
the remaining life of the old bond issue. 
This statement is predicated on the 
proposition that the only connecting 
link between “fair return” and “fair 
value” is the capital structure, even 
though it has been practically ignored 
in the past. Apparently most commis- 
sions have followed the line of least 
resistance, basing an undifferentiated 
return on an undifferentiated rate-base, 
but it is fundamental that, if utility 
enterprises are converted from a specu- 
lative to an operating basis, their in- 
vestments must take on a greater 
stability. In order to obtain this ob- 
jective it is believed to be necessary, 
as well as logical and fair, to determine 
the rate of return in accordance with 
the actual differentiated cost of money. 
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It is beyond the scope of this paper to 
discuss the many intricate phases of 
such an objective but it must be borne 
in mind that it would make little, if 
any, difference in the method used in 
disposing of the balance remaining in 
the unamortized discount account, if one 
were not interested in the proper capital 
structure and the actual cost of money. 
A review of the position taken by various 
regulatory commissions (both state and 
federal) discloses no uniform method of 
treating the problem, for the reason that 
little consideration is ever given to the 
proper capital structure wherein it is 
possible to determine scientifically the 
actual cost of money for a public utility. 
As stated in the preceding paragraph, 
the accounting treatment set forth in 
this paper is based upon consideration 
being given to these important factors. 

It is obvious that, if no refunding of 
bonds were made, the balance remaining 
in the unamortized discount account 
would be amortized over the remaining 
life of the bond issue. Based upon the 
proposition advanced above, it is only 
logical that the ratepayer would be fair 
to the investor if he allowed the balance 
remaining in the unexpired discount 
account to be amortized over the re- 
maining life of the old bond issue. If 
this balance were written off over the 
life of the new issue, it would result in 
the ratepayer enjoying a differential 
over the investor, since it would lower 
the annual charge to the Bond Discount 
Account, and as a result would lower 
the actual cost of money because the 
cost would be computed over a longer 
period of years. 

B. Any premium expense incurred in 
calling in and retiring the old bond issue 
should be amortized over the life of the 
new bond issue. All other costs incurred 
in connection with retirement of old 
issues, such as interest obligations dur- 
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ing the interim between refunding and 
call dates, as well as all expenses of 
selling and underwriting the new bond 
issues, should also be amortized over the 
life of the new bond issue.? Many 
reputable accountants believe that the 
premium expense incurred in calling in 
the old bond issue, in order to issue new 
bonds at a lower rate of interest, should 
be amortized over the remaining life of 
the old bond issue. Although there is 
considerable merit in such a contention, 
it is believed that this expense should 
be included with all other costs of the 
new issue for the reason that the utility 
would benefit because the maturity 
date of the new issue would be con- 
siderably later than that of the old 
issue. Especially is this true if the 
utility is able to issue open-end mort- 
gage bonds in place of old closed mort- 
gage bonds. Therefore, one should con- 
trast the advantages of the investor 
with those of the ratepayer. The in- 
vestor enjoys not only a saving in inter- 
est charges but also receives benefits in 
that the utility extends the time of 
ultimate payment of the bonds. On the 
other hand, the ratepayer enjoys a 
benefit as a result of the lower cost of 
money which can be definitely deter- 
mined in advance. Although it is im- 
possible accurately to weigh these bene- 
fits against each other, it is believed 
that in most cases the advantages 
would lie with the investor. Therefore, 
the ratepayer should enjoy the addi- 
tional benefit of amortizing the premium 
expense in calling in the old bonds over 
the life of the new bond issue instead of 
over the life of the old bond issue. 

C. The amortization account of the 
two issues should be kept separate in 
the ledger and also should be shown 
separately in the balance sheet, and the 


7For a rather thorough discussion of this point of 
view, see Freeman, op. cit., pp. 256-8. 
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amortized accounts charged off each 
year should be shown separately in the 
profit and loss statement. Keeping the 
two issues distinct and separate would 
promote clarity in auditing, financial 
analysis, and investment scrutiny. 

D. Proper accounting treatment of 
the various kinds of bonds is often very 
complicated. Care should therefore be 
taken in the method of writing off any 
unamortized premium or discount on 
the bonds so retired. Different kinds of 
bonds require different treatments, such 
as: 


Equal-installment method 
Effective-rate method 
Bonds-outstanding method 
Effective-rate method 
Conversion method 


(a) Non-serial bonds 
(b) Non-serial bonds 
(c) Serial bonds 
(d) Serial bonds 
(e) Convertible bonds 
E. If the effective interest rate on 
the new issue is found to be in excess of 
the effective rate on the obligations re- 
tired, it would operate as a discrimina- 
tion against the ratepayer, in the long 
run. In order to clarify this statement 
let us consider that at the time of re- 
demption the old bond issue still had 10 
years to run before maturity and the 
new bonds were issued for a period of 
20 years. Under the method set forth 
in the preceding paragraphs, the first 
Io years would be charged with the 
balance remaining in the old unamor- 
tized discount account and also with 
part of the actual cost of the new issue. 
The remaining to-year life of the new 
issue would be charged with its equit- 
able proportion of the cost of only the 
new issue, which would include any 
costs incurred by having to pay a pre- 
mium in order to call in and retire the 
old bonds. This is reasonable if it re- 
sults in the cost of money being less for 
the first 10 years of the new issue than 
would have been the case if the old 
bond issue had been allowed to remain in 
force. This would be computed on the 
basis of the saving in interest charges 








414 


over and above the additional expenses 
for the first 10 years of the new issue. 
But, if it is found that, after taking into 
consideration the savings in interest 
expense, the actual cost of money for 
the first 10 years would be more than it 
would have been for the remaining life 
of the old bond issue (including the addi- 
tional interest expense), it would not 
only be detrimental to the investors but 
would result in being unfair to the rate- 
payer. 

Therefore, in the event such increase 
in effective interest were to result, it 
should be made mandatory that all 
additional expense, over and above the 
amount which would establish the same 
effective rate of interest during the first 
10 years of the new issue as it was on 
the old issue, should be charged directly 
to some specific account such as “Loss 
on Redemption of Long-Term Debt.” 
This amount would be left in this ac- 
count until the remaining life of the old 
bond issue had expired and then be 
amortized over the remaining life of the 
new bond issue. Moreover, if such a case 
should arise, it should be carefully 
scrutinized before being sanctioned by 
any commission, since it shows that the 
new issue of bonds would result ulti- 
mately in a greater cost to both the 
utility and the ratepayer. 

It is quite possible that there might 
be increased complications arising under 
the above proposed method, if the re- 
funding issues were themselves refunded 
a few years hence. The practical diffi- 
culties which may present themselves 
should be no excuse for the illogical 
treatment of the present accounting 
procedure. For, if the fundamental 
principles were determined, one would 
not have to deviate from the proposed 
treatment of the problem. If such a 
case should arise, it would mean that 
three variables would have to be dealt 
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with instead of the two as at present. 
Certainly, it is more logical to apply 
sound reasoning to present accounting 
practice and procedure, in the interests 
of fairness to both the investor and the 
ratepayer, than it is to simplify the 
result on the ground that it might some- 
time in the future present practical 
difficulties. 

The Federal Power Commission in 
the final draft of its new system of ac- 
counts, as formally adopted on June 
16, 1936 and scheduled to become 
effective on January 1, 1937, incorpo- 
rated the following provisions: 


“When the redemption of one issue or 
series of bonds or other long-term obliga- 
tions is financed by another issue or series 
before the date of maturity of the first issue, 
any unamortized discount, expense, or pre- 
mium on the first issue and any premium 
paid or discount earned on reacquirement 
shall be debited or credited as appropriate, 
to account 414, Miscellaneous Debits to 
Surplus, or account 401, Miscellaneous 
Credits to Surplus, provided, however, that 
if the utility desires to amortize any of the 
discount, expense, or premium associated 
with the issuance or redemption of the first 
issue over a period subsequent to the date 
of redemption, the permission of the Com- 
mission must be obtained.” (Uniform 
System of Accounts prescribed for Public 
Utilities and Licenses, subject to the pro- 
visions of the Federal Power Act, p. 15, 
Section E.) 


The Securities and Exchange Com- 
mission in its Uniform System of Ac- 
counts for public utility holding com- 
panies, as formally adopted on August 
8, 1936 and scheduled to become effec- 
tive on January I, 1937, incorporated 
the following provision: 


“When an issue of funded debt, or any 
part thereof, is refunded and at the date of 
refunding there is a balance of unamortized 
discount and expense relating thereto the 
amount of such balance together with any 
premium paid in retiring the debt shall be 
charged to earned surplus, or amortized in 
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accordance with such rules, regulations, or 
orders as the Commission may issue.” 
(Uniform System of Accounts for Public 
Utility Holding Companies, Government 
Printing Office, 1936, p. 16.). 

The accounting treatment as set forth 
in this paper is at variance with the 
first part of the above two provisions 
but, if utilities and commissions are 
persuaded of the soundness of the 
methods set forth herein, authorization 
to follow these methods is contained in 
the latter part of the above provisions. 
The primary aim and purpose of the 
writer have been to set forth a plan 
which considers the equal rights of both 
the utility and the ratepayer. The 
second aim and purpose have been to 
aid commissions when considering the 
latter part of each of the above provi- 
sions and also when considering the 
Proposed Uniform Classification of Ac- 
counts for Electric Utilities (Classes 
A-B), as prepared by the Committee 
on Statistics and Accounts of the Na- 
tional Association of Railroad and Utili- 
ties Commissioners (1936). 

Effect of the Revenue Act of 1936 


Consideration must be given to the 
statutory and income tax laws covering 
the questions which arise in refinancing 
and the opinions of the courts in their 
various decisions with respect thereto. 
In Regulations 86 covering the Income 
Tax Laws under the Revenue Act of 
1934 (Article 22(a)-18) it is stated: 

“If bonds which were issued at a discount 
are purchased by the corporation at a price 
in excess of the issue price plus any amount 
of discount already deducted, such excess is 
a deductible expense in the taxable year.” 
The Internal Revenue Department has 
questioned the right to such deductions 


8 East Ninth Euclid Co., 26 B.T.A. 32, 27 B.T.A. 
1289; Indiana Lamp Corp., 28 B.T.A. 491; Great 
Western Power Co. of Cal., 30 B.T.A. 503, 79 Fed. 
(2d) 94 (1936); San Foaguin Lt. & Power Corp. o. 
McLaughlin, 65 Fed. (2d) 677, 12 A.F.T.R. 858. 

° Great Western Power Co. of Cal., supra n. 8. 
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where purchase or retirement of bonds 
was contemporaneous with a new issue 
of bonds. Several cases* involving this 
point have been decided by the Board of 
Tax Appeals and the lower courts, 
with the precedents seemingly against 
the Department in the Circuit Courts, 
until the decision by the United States 
Supreme Court on March 16, 1936 
affirmed the decision of the Circuit 
Court of Appeals for the Second Cir- 
cuit in Great Western Power Company of 
California, Petitioner, v. Commissioner 
of Internal Revenue, and reversed the 
Board of Tax Appeals in the same case.? 

The Great Western Power Company 
of California (Petitioner) appealed to 
the Board of Tax Appeals when the 
Commissioner of Internal Revenue dis- 
allowed and determined a deficiency 
against the petitioner for deducting 
from gross income for the year 1924 un- 
amortized discount, premiums, and ex- 
pense paid and incurred in that year in 
connection with the retirement of cer- 
tain bonds. The Board of Tax Appeals 
held the deduction proper’ stating: 

“A taxpayer is entitled to a deduction of 
an amount representing unamortized dis- 
count and other financing costs in the year 
of redemption and retirement of a bond 
issue before maturity, notwithstanding the 
fact that part of the bonds were redeemed 
for cash and part were exchanged for other 
bonds of a later issue.” 

The Commissioner of Internal Reve- 
nue petitioned the Circuit Court of 
Appeals, Second Circuit, to review the 
decision of the Board of Tax Appeals, 
which was granted. It reversed the 
Board’s decision in part.'!2 The United 
States Supreme Court granted the writ 
of certiorari to resolve a conflict." 


10 30 B.T.A. 503 (Apr. 26, 1934). 

11Hon. Sternhagen of the Board of Tax Appeals 
dissented. 

279 Fed. (2d) 94 (July 22, 1935). 

18 San Foaquin Lt. & Power Corp. v. McLaughlin, 
65 Fed. (2d) 677 (June 19, 1933). 
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Mr. Justice Roberts delivered the 
opinion of the Court on March 16, 
1936," and after reviewing the case, said: 


“Section 234(a) of the Revenue Act of 
June 2, 1924 (Chapter 234, 43 Stat. at L. 
253, U.S.C.A. title 26, Paragraph 986), 
directs that in computing the net income of 
a corporation subject to the tax there shall 
be allowed as deductions ordinary and neces- 
sary expenses paid or incurred during the 
taxable year in carrying on the business, 
interest paid or accrued within the year on 
indebtedness, and losses sustained during 
the year not compensated by insurance or 
otherwise. The Treasury promulgated a 
regulation under the Revenue Act of 1918 
covering treatment of discounts and pre- 
miums, which, with immaterial changes, has 
remained in force under all the revenue 
acts and appears in Art. 545 of Regulations 
65 applicable to the Revenue Act of 1924. 

“Although the article does not expressly 
cover the items in question other than dis- 
count and premiums paid at redemption, 
expense in connection with the issuance of 
the securities is deductible on the same 
theory as unamortized discount [cases cited]. 
It has accordingly been held that where an 
issue of bonds is retired for cash, whether 
the cash be obtained by the sale of a new 
issue or not, the items in question are de- 
ductible in the year of retirement.” [Cases 
cited.] 

“The question then is whether, upon an 
exchange of one obligation for another which 
is to be retired, the transaction is to be 
viewed as if the retirement were accom- 
plished by the payment of cash. If the re- 
tired bonds had not been called, the ex- 
pense items incurred in connection with 
their issuance would properly be amortized 
over the remainder of their life. Here the 
petitioner substituted a new obligation for 
the old. The remaining unamortized ex- 
penses of issue of the original bonds and the 
expense of the exchange are both expenses 
attributable to the issuance of the new bonds 
and should be treated as a part of the cost 
of obtaining the loan. They should, ac- 
cordingly, be amortized annually through- 
out the term of the bonds delivered in ex- 
change for those retired. 

“The judgment of the Circuit Court of 
Appeals is affirmed.” 


4 80 Sup. Ct., Law Ed., Adv. Op., pp. 578-80. 
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Although this late decision undoubt- 
edly controls the accounting for unamor- 
tized discount as far as income tax pro- 
cedure is concerned, it is pertinent to 
consider the new Revenue Act of 1936 
and the possibilities of a tax penalty on 
refundings made since May 1, 1936. 
It seems that the official attitude at 
present is that any refunding or exten- 
sion of indebtedness creates a new con- 
tract. The new law exempts from the 
undistributed earnings tax all sinking- 
fund allocations required by contracts 
or indentures which existed prior to 
May 1, 1936, but it is possible that such 
exemption will not apply, however, if 
the indebtedness which existed prior to 
May 1 is refunded or extended after 
this date. 

This is a vital issue since it may deter 
some corporate refundings in advance of 
maturities, for the assessment of addi- 
tional taxes on sinking-fund reserves 
may offset any prospective saving in 
interest charges. It is quite possible 
that in some instances this factor, to- 
gether with the lower interest charges, 
may more than offset the anticipated 
original savings. In this connection, it 
is to be regretted that in the final an- 
alysis a utility may have acted in good 
faith and yet be confronted with an 
additional burden which could not have 
been foreseen at the time it refunded 
the bond issue. In such an event it 
is believed that commissions would be 
justified in giving special consideration 
to this phase, for it would involve the 
propriety of whether it should be ac- 
knowledged as a legitimate operating 
expense item through the Federal In- 
come Tax account or whether it should 
be considered when determining the 
actual cost of money. It is hoped that 
in the final analysis the equal rights 
of both the ratepayer and the investor 
will be preserved. 
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New Departures in 


F THE real estate business has started 
| on the upward swing of its cycle as 

certain indices seem to suggest! and as 
certain observers maintain,” it is not too 
soon to take steps which may help to keep 
this upswing from reaching the excesses 
which have characterized similar movements 
in the past. Particularly in need of remedy 
is the subdivision branch of the real estate 
business, with its very pronounced ups and 
downs and their serious consequences for 
individual purchasers, local governments, 
and the public generally. To be sure, this 
segment of the real estate cycle is one of 
the last to show the upward tendency. 
Nevertheless, remedial measures are much 
better considered and adopted now while 
memory of past errors is still fresh and pre- 
vention of future errors can be considered 
with due care and deliberation. 

California has taken the lead with a new 
technique of subdivision control. Its Real 
Estate Act of June 15, 1935’ is a thorough- 
going revision of the real estate license law 
in that State, together with very important 
additional provisions concerning subdivision 
control. New York has followed with an 
amendment? to its Real Property Law “pro- 
hibiting fraudulent practices in connection 
with the sale of subdivided lands,” and New 
Jersey has had two bills for similar purposes 
under consideration.5 

While the greater portion of the Cali- 
fornia law is devoted to revision of the real 
estate license system, the present discussion 


1 Decreasing vacancies, increasing rents, decreasing 
foreclosures, increasing volume of construction, etc. 

2 Wenzlick, Roy, The Coming Boom in Real Estate 
(New York: Simon & Schuster, 1936). 

3 Laws 1935, Act 112. 

‘Laws 1936, c. 868. 

5 Assembly Bills 314 and 315. Both were presented 
in the 1936 session, but since this was written it has 
been learned that both bills failed to pass. Reference 
to them is retained in the article, however, because 
they represent current interest in this problem and 
because they are likely to come up for consideration 
again in the near future in this or similar form. 

®No. 314, §1. 

™The characteristics of an instalment sale are amor- 
tization of the purchase price through periodic pay- 


Subdivision Control 


will be focussed on the subdivision control 
features of the statute. Because of its prior 
enactment, the California law will be the 
basis of the subsequent discussion and the 
New York statute and New Jersey bills 
will be compared with it. 

Definitions. “Subdivisions” and “subdi- 
vided lands” are defined in the California 
statute as “land or lands divided or proposed 
to be divided for the purposes of sale or 
lease, whether immediate or future, into 
five or more lots or parcels” (§20j). The 
proposed New Jersey law would have been 
more lenient, since it embraced only subdi- 
visions of 20 or more lots.6 The New York 
statute, on the other hand, limits its regu- 
latory authority to land disposed of on the 
instalment plan. In fact, subdivided lands 
or subdivisions are defined as “‘vacant land 
or lands sold or leased on the instalment 
plan or offered for sale or lease on such 
plan” (§337 (1)).7 But it should be noted 
that no group of lots, however small, is 
exempted from regulation in New York if 
they are to be sold on instalment payments. 

Registration of Subdivisions. The first 
step in the regulatory process in all three 
states is the requirement that all lands to 
be subdivided shall be registered with the 
proper authority in the state before they 
may be offered for sale. Such registration 
includes the filing of data with respect to 
the property, its owner, and the subdivider, 
but most important are the statements to 
ments with title to be delivered upon completion ot 
payments (§337 (3)). 

Also included in the definition of instalment plan is 
reference to ‘“‘a consideration from the lessee in addi- 
tion to the periodic payments as a condition precedent 
to the conveyance of title to the lessee.”” This inclusion 
arises out of a sales practice pursued in New York 
State. “Some subdividers [have] preferred to create 
the relationship of landlord and tenant rather than the 
relationship of buyer and seller, and having fixed a 
definite duration of the contemplated leasehold, it was 
found that the total rent paid was not equal to the 
sales price. They therefore provided that the ‘con- 
sideration be deemed the amount between the actual 
purchase price and the total amount paid in rents’.” 
(Letter to the writer from A. S. Wechsler, Deputy 
Chief, Division of Licenses, Department of State, New 


York, July 24, 1936). 
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be filed concerning the nature of the title 
which the subdivider holds,’ the terms and 
conditions upon which he proposes to sell 
the lots, together with samples of the actual 
contracts to be used in such sale (§20a).° 
The New York statute is even more inclu- 
sive, requiring additional data about the 
subdivider and his business record and also 
a search of title, together with a certificate 
detailing any encumbrances upon the prop- 
erty and any defects in the title (§337-a). 

Inspection of the Property. The Real 
Estate Commissioner in California may 
make an investigation of a proposed subdi- 
vision (whether located within or without 
the State) to be offered for sale in the State, 
such investigatian to be made at the ex- 
pense of the subdivider. In the event that 
such investigation is made, the Commissioner 
shall make public his report thereon (§§20 
b, c, d, e).2° 

” Ability to Give Valid Title. The require- 
ment that the subdivider must be in a posi- 
tion to give valid title upon fulfillment of 
the conditions of his sales contracts is one 
of the most important in the various laws. 
If the subdivider holds the property under 
any lien, encumbrance, option, or contract, 
he may not sell lots unless there is a provi- 
sion in that instrument which will enable 
him to give a clear title when the lot pur- 
chaser has met the terms of his agreement 
(§20oh). What is more, verbal assurance of 
such ability on the part of the subdivider 
is not sufficient; he must file copies of the 
instruments containing such release clauses 
(Ibid.).™ 

The New York law is even stronger. If 
the lot purchaser has made all payments 
to a point where his unpaid balance equals 
the amount necessary to release the lot 
from under whatever encumbrance the sub- 
divider holds it, then the remainder of his 
payments shall be kept separate and shall 
be earmarked for paying the balance neces- 
sary to release the land so that the subdivider 
may give good title. Similarly, if the sub- 


8In California a “true statement” concerning the 
title to the property and its encumbrances is required 
and in New Jersey a “statement under oath’’ is re- 
quired. 

® The regulatory bodies in both California and New 
York are given authority to demand additional data. 

10The New Jersey proposal would have provided 
specifically for inspection only of property located out- 
side New Jersey but to be sold within the State (No. 
314, §3). Whether authority to inspect property to 
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divider has defaulted upon any of his obli- 
gations, any moneys received by him from 
lot purchasers thereafter shall be kept sepa- 
rate and put in trust to clear title for the 
lot purchaser (§338(4)). 

Enforcement. Since all these measures are 
related to the real estate licensing system 
in these states, the primary weapon in the 
hands of the enforcing agency is the revoca- 
tion of a license upon evidence of violation 
of these subdivision provisions. The pro- 
cedure in such cases is the same as that 
prescribed for other offenses under the 
license law (§20 1).” 

But the new measures do not stop there. 
All give the enforcing authority additional 
powers. If upon investigation of a subdivi- 
sion the Real Estate Commissioner of Cali- 
fornia finds evidence of fraud, deceit, or 
misrepresentation to the prospective pur- 
chasers, he may prohibit the sale or lease of 
lots in that subdivision. Such an order, 
however, must be preceded by a hearing 
and is also subject to court review (§§20 
e, f)."* Furthermore, anyone guilty of fraudu- 
lent practices or anyone with guilty knowl- 
edge who assists in the distribution of fraud- 
ulent information is punishable by a $2,000 
fine or two years in prison. New York does 
not specify the penalty involved for viola- 
tion of this act but designates such viola- 
tion a misdemeanor and punishable as such 
(§338 (5)). A further provision in the New 
York statute imposes a $1,000 fine or one 
year in prison or both upon any subdivider 
who represents “in any manner that the 
state, department of state, or any officer 
thereof has recommended or acquiesced in 
the recommendation of the purchase of any 
subdivided lands offered for sale or lease, in 
advertising or offering such subdivided 
lands for sale or lease . . . .”” (§338 (8)). 
Furthermore, in New York, if the Depart- 
ment of State believes that the evidence 
against a subdivider for malpractice under 
this Act is sufficient, it may bring action to 
enjoin him “from continuing such fraudulent 


be subdivided within the State is assumed is not clear 
from the proposed statute. 

11 The New Jersey proposal was less specific; it did 
not mention “option” or “land contract” holding by 
the subdivider as a cause of inability nor did it require 
filing of the instruments involved (No. 314, §5). 

12 New York Laws 1936, c. 868, § 338 (5) and New 
Jersey Assembly Bill No. 314, § 6. 

18 Court review was not specifically provided for in 
the proposed New Jersey law. 
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practices” or it may, if the evidence seems 
to warrant, bring action to enjoin him “from 
selling or offering for sale... in this state... 
any vacant land or lands” (§339-c)."4 

Conclusions. This type of regulation 
should constitute a net gain to the control 
of subdivision activity. By seeking to re- 
duce the possibility of fraudulent practices 
it tends to raise the standards of the sub- 
division business and at the same time helps 
to protect the lot purchaser. Furthermore, 
it represents a new approach to the problem. 
It works through one of the institutions— 
notably the land contract—which has played 
so important a role in past subdivision his- 
tory. Its most constructive accomplishment 
would seem to be the protection it seeks to 
afford through assuring the lot purchaser of 
a valid title to the property, if and when he 
fulfills his obligations under the contract. 
Control of this type, taken together with 
proposals of the FHA, in connection with 
its insured mortgages, to control lending 
operations on subdivided property, should 
greatly strengthen the regulation of this 
on in te i the public has so large a 
stake. 
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The most crying need in subdivision con- 
trol, however, is some method of regulating 
the quantity of subdivided lots. The type 
of legislation discussed here works toward 
that goal only indirectly. In so far as it 
places more obstacles in the path of sub- 
dividers it may deter some of them—but 
presumably only the weakest of them—from 
entering this field of activity. On the other 
hand, given all the conditions of a genuine 
real estate boom, with its promise of large 
and quick profits, it hardly seems sufficient 
protection to society merely to require that 
the subdivider guarantee that he can re- 
lease title to each lot as it is paid for. Legis- 
lation of this sort is definitely a step in the 
right direction, but a very grave doubt still 
remains as to whether the step is big enough 
to protect us against what we have ex- 
perienced before. 

HELEN C. Moncuow 
Of the Fournal Staff 


14 Also refusal to supply any requested information 
is considered evidence of fraudulent practice for which 
a temporary injunction may be automatically issued 


(§339-c). 


Operating Expense Ratios in Building and Loan 
Associations 


UILDING and loan associations are 
one of the most important groups of 
institutions in the field of urban real 

estate financing. These mutual home financ- 
ing associations have aggregate assets of 
approximately $6,000,000,000 and are cur- 
rently lending $1,000,000,000 a year upon 
the security of urban real estate. 

Despite the size of the building and loan 
industry, its age, and its distinction as the 
most successful form of semi-cooperative 
enterprise, little has been accomplished in 
the specific study and analysis of the opera- 
tion of individual associations. Numerous 
genera] treatises and trade organization 
publications are available to the interested 
student of real estate finance but very little 
effort has been devoted to objective analysis 
of -their operations, formulation of stand- 
ards for managerial control, or study of the 
factors affecting their revenues or expenses. 
A comprehensive program of research in 
the functioning of these institutions would 
undoubtedly produce much useful material 
and worth while information. 


A start in this field has been made with 
the completion of a specialized study of the 
expenses or costs of operation of a selected 
sample of building and loan associations. 
The original data on operating expenses 
were drawn from financial reports of indi- 
vidual associations which gave the expenses 
incurred per annum. For purposes of analy- 
sis the absolute figures on expenses were 
expressed as percentages of the assets and 
gross earnings of the institution from which 
they were'drawn, making the study one of 
costs per unit or the operating expense 
ratios of building and loan associations. 

Since one of the main purposes of the 
study was to formulate managerial stand- 
ards, an effort was made to include in the 
sample only the better institutions in the 
country, this being accomplished with the 
aid of the executive officer of each of the 
eight Federal Home Loan Banks represented 
in the sample. A statistical approach of a 
practicable yet adequate refinement was 
employed to determine the appropriate 
averages and to evaluate the factors affect- 
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ing these operating ratios. The averages of 
the operating expense ratios of the total 
group are presented in Table I. 











TasLe I. AveRAGE OPERATING ExpENSE Ratios IN 
Buiipinc AnD Loan AssoctaTions* 

Item Assets Gross 

Earningsf 
Salary expense............. . 56 9.13 
Office expense............... Io 1.58 
Furniture expense......... 02 26 
Advertising expense.......... 02 52 
Other expense............... 25 5.13 
Total expense............... 1.04 16.88 











* The process of selection reduced the sample employed in 
the study to 142 associations distributed throughout the 
country and ranging from $100,000 to $35,000,000 in size. 

+ The average ratio of gross earnings to assets was 6.06. 


Total costs of operation averaged approx- 
imately 1% of the assets per annum and 
17% of gross earnings. Salaries and wages, 
including legal expenses, require an annual 
outlay equal to approximately % of 1% 
of the assets and 9% of gross earnings. The 
expense of maintaining office quarters ab- 
sorbs 144% of gross earnings or an amount 
equal to 1/10 of 1% of the assets. Furni- 
ture and office equipment expense is quite 
small, while the purely nominal appropria- 
tions made by these associations for adver- 
tising and merchandising makes an impar- 
tial observer wonder at the progress they 
have made. 

Appraisal of these averages and their use 
as standards necessitate the making of sev- 
eral qualifications. The most significant 
one arises from the extreme variability of 
the ratios even in this selected sample. 
However, such averages are the best stand- 
ards that could be obtained, since further 
refinement was not justified by the data. 

The study then turned to analysis of the 
factors affecting the determination of these 
expenses. The size of the institution, as 
measured by its assets, was found to have 
comparatively little effect upon the operat- 
ing ratios. A limited tendency to a decline 
in the total expense ratio and the gross 
earnings ratio with an increase in size of the 
association was observed. This tendency 
toward large-scale economy was detected 
only in the salary item when total expenses 
were broken down into their component 
parts. Further test of the strength or valid- 
ity of these regressions showed them to be 
quite nominal. 

A geographical classification of the data 
proved more fruitful and a decided tend- 
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ency toward lower ratios in the older, more 
financially developed sections of the coun- 
try was found. In general, the Federal 
Home Loan Bank districts followed this 
order in ascending expense ratios: Boston, 
Chicago, Cincinnati, Indianapolis, Winston- 
Salem, Des Moines, Topeka, and Portland. 
The total expense ratio for the Boston or 
New England district, the lowest in the 
group, was found to be 63% of the nation- 
wide average, while the Portland, Oregon 
or Northwest district averaged 175% of the 
normal figure. The measure of the strength 
or validity of this geographical factor indi- 
cated that it was considerably more im- 
portant than the size factor in determining 
operating expenses. 

A limited analysis was made of the varia- 
tions of these operating expense ratios over 
a period of years. From this study the gen- 
eralizations were drawn that operating ex- 
penses tended to vary with gross earnings 
as in other lines of business and that a 
downward trend from the beginning of the 
depression had reversed itself in 1934 from 
the low point in 1933. The absolute varia- 
tion of these ratios with the cycle seemed 
to be minimized and much less than might 
be expected. This resulted from the stabil- 
ity of gross earnings of these associations 
during the depression, since they are ob- 
tained from conservative fixed investments. 

Use of statistical techniques in establish- 
ing standards and providing indices for 
managerial control has greatly increased in 
the past decade or two. This study of operat- 
ing expenses is an attempt to provide infor- 
mation of some value to the management 
of building and loan associations in their 
endeavor to decrease their costs of opera- 
tion or increase their efficiency. 

Data of the type developed have another 
use in a broader, academic sense as a basis 
for quantitative comparison with other in- 
stitutions in the field. Although innumer- 
able forces are involved in determination of 
the institutional structure of urban real 
estate financing, the cost of operation of the 
various competing agencies is undoubtedly 
one of the major factors. The low operat- 
ing ratios of building and loan associations 
augur well for their continued importance 
in urban real estate financing. 

Joun H. Boprisu 
Member of the staff of the 
First Federal Savings and 
Loan Association of Chicago. 
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The Second Conservation Crusade 


O THOSE who are old enough to 
have lived through Theodore Roose- 
velt’s Administration the present cru- 
sade for conservation has a familiar ring. 
Popular magazine writers seized the idea 
and ran scare heads on the monopoly of 
water, the looting of the forests, and the 
waste of gas, coal, iron, and oil. One writer 
predicted that anthracite would be gone in 
50 years and bituminous coal in a century. 
“So at the end of a hundred years,” he 
shrieked, “dear children, all the coal will be 
gone and there never will be any more coal 
in the United States.” Another publication 
solemnly suggested conserving wood by a 
more careful use of matches, lead pencils, 
and kindling wood. “We often use too large 
matches. A large size is used where a small 
one only is needed for an instant and three 
quarters of a match is thrown away.” 
What has all the evangelism of the Theo- 
dore Roosevelt era accomplished? Zimmer- 
mann goes so far as to say: “It is difficult 
to find any tangible and far reaching effects 
of the enthusiasm for conservation which 
Roosevelt managed to arouse.”* Why? 
Because the fundamentals of economics, the 
framework of our institutions, and the legal 
aspects of conservation were largely neg- 
lected or ignored and because the profes- 
sional “wolf criers” had deadened the nerves 
of the public by their overemphasis and dis- 
tortion of facts. The “dear children” soon 
discovered that their descendants would not 
have to freeze and that a timber famine 
would not occur within their lifetime.’ After 
the people had become apathetic, the scien- 
tist, engineer, and savant had to carry on 
without much encouragement and even with 
hostility on the part of a blasé public. It 
is a bit irritating, therefore, to be told that 
“savants lead cloistered lives in their labora- 
tories and studies while Theodore Roosevelt 
pleads the cause of reforestation and Frank- 


1 Henry M. Hyde, “The Fat Jack of the Coal Mines,” 
Technical World Magazine, May, 1909, p. 362. 

2“Conservation of National Resources,” American 
Unitarian Association, Social Service Series, Bulletin 28. 

3 Erich W. Zimmermann, World Resources and In- 
dustries. (New York: Harper & Bros., 1933), p. 782. 


lin Roosevelt sounds the tocsin of soil 
erosion control.” 

It seems as if we were in the midst of a 
second crusade for conservation, employing 
the same tactics which created public apathy 
and hostility 25 years ago. The article from 
which the quotation was taken is an 
example and others could be cited. Some- 
what in the same class is Rich Land, Poor 
Land by Stuart Chase.® It is brilliantly 
written and illustrated and many dramatic 
phrases drive home his points. The emphasis 
has been placed on the relation of water to 
land, as it should be. Again and again the 
author comes back to fundamental relation- 
ships; in fact, condensation and rearrange- 
ment of the material might have avoided 
some repetition. With land and water as 
his central theme he treats of forests, grass 
lands, and the “Dust Bowl,” the creatures 
of land and water, and of minerals. He 
makes a plea for planning with nature, uses 
the T.V.A. as an example, and relates how 
the work is being accomplished “with the 
consent of the governed.” He ends with the 
suggestion to “save the continent” by 
putting 5,000,000 men to work at activities 
similar to the conservation activities of the 
C.C.C. 

In spite of its good points one lays the 
book aside with the feeling that it could 
easily have been a more accurate book and 
less subject to the criticism of overstatement 
or “devil hunting.” The maps, no doubt, 
were intended to be impressionistic, but 
even so they could have been made more 
accurate and yet pictorial. As they now 
stand they are very misleading. Oregon is 
credited with the “highest rainfall on record” 
(p. 14), whereas the precipitation map on 
p. 299 of the Report of the National Re- 
sources Board plainly shows that the State 
of Washington ranks first in this regard. 
Errors such as these have already been 


4 Zimmermann, op. cit., p. 785. 

5 Morris Llewellyn Cooke, “An Engineer Looks at 
Rural America,” 12 Journal of Land & Public Utility 
Economics 1-11 at 9 (February, 1936). 

6 Stuart Chase, Rich Land, Poor Land (New York: 
McGraw Hill Book Co., 1936), pp. x, 361, $2.50. 
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pointed out by other reviewers, as well as 
the dangers of broad, sweeping generaliza- 
tions as to the fall of Rome, etc.” Similarly 
the statement in regard to speculation and 
monopoly, with the “hardy pioneer a mere 
dummy,” is too sweeping to be the whole 
truth and nothing but the truth. Neither 
is anything to be gained by comparing the 
“power gentlemen” with the southern slave 
owners and asking “will it take a bloody 
war to free the power slaves?” (p. 165.) 
In fact, the “devil theory,” i.e., that lumber 
barons, speculators, power monopolists, and 
pot hunters are responsible for the lack of 
conservation is inadequate. One need make 
no apologies for these individuals to believe 
that the cause lies deeper. If the slaughterers 
gained, so did the average citizen in getting 
cheap food, lumber, coal, “gas,” and free 
hunting. 

The crux of the conservation problem 
lies in the statement: “It would be better 
for al] concerned to pay higher prices to 
begin with and lower prices to end with. 
Oil would last longer and the average price 
to the consumer would be less” (p. 194-5). 
Here is where the average citizen and not 
the resource owner is put on the spot. Will 
he be willing to pay higher prices now so 
that shadowy generations to come may 
have lower prices to “end with’? 


7See The New Republic, September 23, 1936, p. 187; 
October 21, 1936, p. 313. 


The conservationist of today has a far 
more difficult task than he had in 1gto. 
At that time the expected increase in popu- 
lation threatened to produce a shortage of 
all natural resources. The people were in- 
clined to believe the predictions of timber 
famines and future generations shivering 
for want of coal. But in 1936 we anticipate 
a stationary population within less than two 
decades and instead of shortages we are 
wrestling with surpluses and excess plant 
capacity. The attempt to meet these ques- 
tions in Chapter IV is inadequate. This 
does not mean that there is less need for 
conservation today than in Igto, nor that 
books such as Rich Land, Poor Land and 
Paul B. Sears’ Deserts on the March are not 
needed to arouse the “man on the street” 
to a sense of personal responsibility for con- 
servation of natural resources. But why 
repeat the mistakes of the first crusade? 
Why persist in preaching fire and brimstone 
sermons to a generation that does not be- 
lieve in heli? And the sermons must be 
accompanied by some good hard thinking 
on the economics, the political economy, 
and legal phases of conservation so that we 
will have the machinery by which enthu- 
siasm can be converted into action. 

Georce S. WEHRWEIN 
Professor of Agricultural 
Economics, University 
of Wisconsin © 


Planning and Political Geography 


OR many years geographers have stud- 

ied the relationships existing between 

political divisions and environmental 
conditions. Research papers thus far pre- 
sented in the field of political geography 
illustrate certain valuable techniques and 
constitute interesting surveys and interpre- 
tations of selected political problems in 
various parts of the world. Admitting that 
pure science is necessary, desirable, and en- 
tirely above any need for defense, still most 
political geography has been confined to 
the analysis of distant problems concerning 
which we can do no more than talk. Those 
who follow current trends are fully aware 
that various groups in the United States 
are now giving serious attention to questions 
of redistricting and relocation. It therefore 
appears to be an opportune time for geogra- 
mt to capitalize their experience by co- 
operating with planning agencies in offering 


some tangible recommendations concerning 
the size, shape, boundaries, and adminis- 
trative centers of governmental units. The 
purpose of this paper is to outline in broad 
strokes one example of practical political 
geography as applied to a current planning 
problem. 
The County Problem 


Adverse economic conditions and exces- 
sive costs of government are directing public 
attention toward critical analysis of our 
existing county system. Investigations con- 
ducted during the past two years by many 
state planning boards, for example, indicate 
that in every part of the nation numerous 
unreasonably small counties now cause ex- 
pensive and unnecessary duplication of 
functions.! Agitation for county redistrict- 

1A recent survey of the literature, including state 


planning board reports, shows that readjustment of 
(Footnote 1 continued on page 423) 
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ing is assuming such proportions in Cali- 
fornia and elsewhere that interested parties 
already have proposed certain corrective 
measures. In no case, however, has definite 
action been taken by state planners or other 
governmental officials. This hesitancy to 
rush blindly into reform is commendable; 
centuries of bitter experience remind us 
that hasty and ill-advised changes can easily 
make bad matters worse. 

Consideration of the county problem from 
the point of view of practical political geog- 
raphy leads to the formulation of six general 
guiding principles: 

1. Counties or some corresponding ad- 
ministrative districts larger than cities and 
smaller than most states appear to be de- 
sirable and necessary features of the Ameri- 
can scene. 

2. Counties should be numerous enough 
for reasonable convenience as gauged by 
modern means of transportation and com- 
munication. 

3. Counties should be few enough to 
allow the maximum economy in conducting 
local governmental functions. 

4. Counties should constitute areas hav- 
ing a high degree of unity in natural en- 
vironment and in human activity. 

5. Counties should at least roughly cor- 
respond to regional or district trading units. 

6. County seats should be easily acces- 
sible from all parts of the areas they are de- 
signed to serve. 


California’s Counties 


California is used here as a demonstra- 
tion area to illustrate the need for county 
reorganization, the danger of accepting 
casual suggestions for county consolidation, 
and some practical applications of political 
geography. 

Taxpayers in California now are sup- 
porting 58 separate and distinct county 
units, ranging from 240 to 2,208,000 in 
population, and from 42 to 20,175 square 
miles in area (Fig. I—Map A). Only 14 of 
these counties are in the southern half of the 
State; the remaining 44 make a crazy-quilt 
pattern in the north. This pattern is largely 
a heritage from the days of the Argonauts 
when Southern California was a sparsely 
settled cattle region and Northern Cali- 


(Footnote 1 continued from page 422) 
county lines is under active consideration in Arkansas, 
California, Illinois, Indiana, Kansas, New Jersey, 
Oklahoma, and Oregon. 
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fornia was a relatively populous mining and 
agricultural area. In practically every case 
the boundaries of these counties are drawn 
with little or no regard for topography, 
climate, water resources, road pattern, 
population distribution, economic activity, 
or trading habits. 


Recognizing the need for readjustment,’ 
certain chain newspapers in Los Angeles 
have been advocating a so-called ‘“Five- 
County Plan” whereby California’s 58 
counties would be consolidated into five 
huge super-counties (Fig. I—Map B). This 
amazing plan is notable chiefly because of 
its magnificent disregard for elementary 
geographical principles. Even the great 
Sierra Nevada Mountains, recognized as the 
western boundary of Mono and Inyo 
Counties in the current illogical set-up, are 
entirely disregarded. Crossed by no rail- 
road, all-year highway, or airline, this huge 
range functions as an almost complete 
barrier between the San Joaquin and Owens 
Valleys. Accordingly, some unfortunate 
citizens residing in what is now Mono 
County would be forced to travel about 
1,000 miles to make a round trip from their 
homes to Fresno, their proposed new county 
seat. For a state larger than Italy and 
Austria combined it seems as ridiculous to 
consider having only five counties as it is to 
support the present 58. 


Regardless of obvious and inherent weak- 
nesses in the Five-County Plan, it is evi- 
dent that any method for reducing the cost 
of government by county consolidation in- 
evitably will perpetuate some of the present 
untenable county lines. Therefore, in spite 
of the difficulty occasioned by reassigning 
the assets and liabilities of split counties, 
existing county lines usually must be ig- 
nored if the optimum county arrangement 
is to be discovered. 


A Geographical County Plan 


California’s muddled county problem 
challenges solution by the application of 
some principles of practical political geog- 
raphy. Geographic regions and sub-regions 
constitute the solid framework of any pro- 
posed geographical county plan, but usually 
certain modifications are necessary. For 
example, the Sierra Nevada Mountains are 
a well defined geographic region quite dis- 
tinct from either adjoining valley. It would 
be patently absurd, however, to set up a 
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Sierra Nevada County in this virtually un- 
inhabited wilderness. 

From the point of view of practical po- 
litical geography California needs fewer 
counties and more rational county bound- 
aries. Reconnaissance survey of the State 
reveals 14 districts, each of which probably 
could function effectively as a county (Fig. 
I—Map C). These 14 embryo counties fall 
into three groups: (a) six coastal counties, 
(b) five counties centering in the San 
Joaquin-Sacramento Valley, and (c) three 
desert counties east of the mountains. In 
the following brief characterizations every 
proposed county is called by the name of its 
suggested county seat.” | 

The Coastal Counties. Six counties might 
be recognized in the populous and productive 


2 The proposals made in this paper, although based 
on eight years of interest in the geography of Cali- 
fornia, should be considered tentative. No attempt is 
made to explain completely or defend every detail of 
each proposed county; to do so would require many 
hundred pages. Those readers, however, who lack 
sufficient background in this field to evaluate critically 
the recommendations here presented will find assist- 
ance in Smith, J. Russell, North America (New York: 
Harcourt, Brace and Co., 1925), Chaps. xxvil, XXVIII, 


littoral which borders the western edge of 
California from the Pacific shoreline to the 
crest of the several coastal ranges. Chief 
among the six proposed coastal counties are 
Los Angeles County and San Francisco 
County. Each of these two important po- 
litical subdivisions would center in one of 
California’s two metropolitan areas, and 
would include closely associated communi- 
ties of adjacent densely populated coastal 
districts. These two areas, though widely 
separated, have a certain similarity in that 
both differ from the rest of the State in their 
emphasis on trade, manufacturing, and ocean 
commerce. The counties here delimited 
give a unity to both metropolitan areas that 
now is lacking, and allow space for more 
expansion of urban forms than can be ex- 


XXX, XXXI, Xxx], and xxxIv; Colby, Charles C., 
Source Book for the Economic Geography of North 
America (Chicago: University of Chicago Press, 1926), 
3rd ed., Chap. xu, Parts 5-11; Miller, George J., and 
Parkins, Almon E., Geography of North America (New 
York: John Wiley and Sons, 1934), 2nd ed., Chaps. 
xv-x1x; and Niklason, C. R., Commercial Survey of 
the Pacific Southwest (Washington: Government Print- 
ing Office, 1930), U. S. Dept. of Commerce, Domestic 
Commerce Series No. 37. 


Figure I. THree Outiine Maps or CALirorniA, SHowING (A) THE Present County 
Patrern; (B) THE Five-County ConsoLipaTION PRoGRAM; AND 
(C) A GeocrapHicaL County PLan* 
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pected within this century. 

San Diego County is designed to embrace 
that part of the Southern California coast 
which lies somewhat beyond the immediate 
influence of Los Angeles, but in close proxim- 
ity to San Diego. There might be some 
argument for including this territory within 
the new Los Angeles County, for San Diego 
in many ways is a small edition of Los 
Angeles, without, however, a proportionate 
commercial and industrial development. 
Nevertheless, it must be remembered that 
San Diego now has a population of more 
than 150,000 and that it is farther from Los 
Angeles than is Portland from Boston or 
Richmond from Washington. In a similar 
way Eureka County takes in the lumbering 
and dairy part of the Northern California 
coast sufficiently removed from San Fran- 
cisco to be more accessible to Eureka. 

Two divisions are recognized in the 
central coast between Los Angeles and San 
Francisco Counties. New San Luis Obispo 
County is drawn to include the group of 
small agricultural valleys surrounding Lom- 
poc, Santa Maria, San Luis Obispo, and 
Paso Robles. In addition to proximity and 
concern with similar water-supply problems, 
the people living in these valleys have a 
mutual interest in beans, sugar beets, 
flower seeds, almonds, peaches, and apri- 
cots. Salinas would be the county seat for a 
district comprising the Salinas Valley, the 
southern Monterey Bay area, San Benito 
Valley, and intervening hill country. Ad- 
mittedly this area is similar to new San Luis 
Obispo County, but from the point of view 
of practical political geography probably 
sufficient reasons suggest two distinct po- 
litical units. First of all is the powerful 
factor of distance. Then, from the land 
utilization point of view, we find that the 
Salinas region is concerned especially with 
dairying, the production of alfalfa, lettuce, 
and artichokes, and with the fishing and 
resort industries centering on Monterey 
Bay. Effective local government probably 
would require recognition of these funda- 
mental differences. 

The Valley Counties. California’s great 
Central Valley is the most extensive and im- 
portant farming region in that part of the 
United States lying west of the Rockies. 
This fertile plain extends north and south 
for a distance of about 450 miles, but its 
average width is only some 50 miles. As 
might be expected in such a long narrow 


agricultural area, a series of small cities have 
developed at irregular intervals. Each of 
these cities—Bakersfield, Fresno, Stockton, 
Sacramento, and Redding—has conspicuous 
local importance as the market and service 
center for nearby-by territory. 

In spite of its undisputed excellence as a 
geographic region, the Central Valley is too 
big and too disjointed to make a satisfactory 
county. We also must provide for the eastern 
slope of the Coast Range and the western 
slope of the snowcapped Sierra Nevada, 
areas with small populations but of tre- 
mendous importance as watersheds to resi- 
dents of the dry plains between them. 

Everything considered it appears that 
there should be five counties centering in 
the Central Valley—three in the larger San 
Joaquin Valley, and two in the smaller 
Sacramento Valley. Bakersfield, Fresno, 
and Stockton Counties would occupy ap- 
propriate sections of the San Joaquin Valley, 
and reach from the crest of the Sierra Nevada 
on the east to the crest of the Coast Range 
on the west. Boundary lines are placed to 
coincide roughly with the spheres tae 
of the chosen county seats, and to give po- 
litical unity to districts having special local 
interests and problems. Bakersfield County 
would take in important cotton, citrus, 
dairy, and petroleum producing areas; 
Fresno County would be predominantly a 
grape growing region; Stockton County 
would be a general farming area with em- 
phasis on dairy cattle and on grain, peach, 
and potato production. 

Sacramento, largest city of the Central 
Valley, is the logical center for a county 
embracing the lower and middle parts of the 
Sacramento Valley and extending from the 
crest of the Coast Range on the west to the 
State line on the east. The populous valley 
part of this proposed county specializes in 
growing wheat, barley, rice, pears, and in 
sheep raising. Because the road pattern of 
northeastern California focuses on Redding, 
the largest town of that extensive but 
scantily populated district, Redding County 
might well include all territory north of 
Sacramento County and east of Eureka 
County. 

The Desert Counties. The three remain- 
ing counties are east of the mountains in the 
desert part of California. Bishop County 
would consist of the Owens Valley and the 
Mono and Bridgeport Basins—areas iso- 
lated from the San Joaquin Valley by the 
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great Sierra Nevada mountain barrier. All 
of the vast Mohave Desert with its scattered 
mining centers, railroad towns, and irri- 
gated agricultural land would be contained 
within Barstow County. Barstow is recom- 
mended as the county seat because this 
little city is the focal point of highway and 
railroad transportation for the entire desert. 
Death Valley is made a part of Barstow 
County because the best and most used 
roads enter this popular winter resort from 
the south. Brawley County gives political 
unity to the Imperial, Blythe, and Coachella 
Valleys with their common emphasis on 
irrigated commercial farming in an arid en- 
vironment, and their mutual interest in the 
Colorado River. 
Political Practicability 


From the standpoint of practical politics 
this proposed geographical county plan 
seems to have considerable merit. Seven 
counties (Los Angeles, San Diego, San Luis 
Obispo, Bakersfield, Bishop, Brawley, and 
Barstow) occupy territory generally recog- 
nized as Southern California, and seven 
counties (San Francisco, Eureka, Salinas, 
Redding, Sacramento, Stockton, and Fresno) 
occupy territory generally recognized as 
Northern California. Any business con- 
ducted on a county basis, therefore, would 
be reasonably fair both to the north and to 
the south. This desirable condition presents 
a marked contrast to the existing situation 
under which the southern half a the State 
has 14 counties while the northern half has 


According to the new arrangement coun- 
ties would be regions similar in environment 
and in land utilization. This grouping of 
like areas into independent minor political 
units should faciliate recognition and solu- 
tion of many questions local to various 

arts of the State. It also should minimize 
injustices resulting from the existence of mi- 
nority “forgotten districts” in our present 
hodge podge county pattern. Predominantly 
urban sections no longer would exercise 
direct control over rural territory having 
different interests and problems. People 
in the Mohave Desert part of Los Angeles 
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County, for example, never can expect sym- 
pathetic consideration from citizens of the 
metropolis. 

Any suggested reform can be expected to 
draw opposition from certain quarters. 
Some of the small northern counties now 
enjoying a disproportionate representation 
in the State Senate would object to having 
their influence reduced to a point commen- 
surate with their population and area. 
Many residents of those cities which would 
cease to function as county seats also would 
prefer the status quo. Perhaps the most 
violent disapproval would be voiced by the 
hundreds of county officials whose offices 
would be abolished by any sweeping reduc- 
tion in the number of counties. In the opin- 
ion of the writer, however, the county ar- 
rangement here outlined would commend 
itself to the California electorate because 
(a) the plan is a reasonable one based on 
sound principles of common sense, (b) tax- 
payers might hope to save a sum estimated 
in 1934 by Roland Vandegrift, then State 
Director of Finance, at from $25,000,000 to 
$50,000,000 a year, and (c) the 14 cities 
designated as county seats have within 
their municipal boundaries almost half the 
population of the entire State. 


Conclusion 


California is not peculiar because it suf- 
fers from a severe overdose of ill-conceived 
counties. Probably every state planning 
board might profitably sponsor county sur- 
veys conducted from the point of view of 
practical political geography. By this action 
they could adapt the technique and ex- 
perience of a useful but little known disci- 
pline to formulate definite programs of 
county reorganization. These programs of 
efficiency and economy, unlike many 
“plans,”’ would be capable of achievement 
directly and simply through local govern- 
mental action. The accomplishment of even 
one such major objective should go far to- 
ward establishing state planning boards as 
permanent, effective organizations. 

Wi.uis H. MILLER 
Economic Geographer, 
Los Angeles Funior College. 
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REA Allotments and Loan: 


HE federal program of rural electri- 

fication! is beginning to assume sub- 

stantial proportions, and in connection 
with its progress several facts are interesting 
to note. 

Preference in the distribution of funds is 
given borrowers other than persons and cor- 
porations organized for profit. The loan 
contracts are between REA and the various 
private or cooperative agencies and public 
authorities and may be made for the entire 
estimated maximum cost of completing the 
proposed ig np Loans to private organi- 
zations are for the most part secured by 
the general credit of the borrower and, in 
the case of non-profit associations, munici- 
palities, and other agencies of the state, by 
the line itself. Labor must be drawn from 
the relief rolls wherever possible; sub-con- 
tracting is strictly regulated; hours of labor 
and conditions of employment are defined; 
and the pledging or assignment of part of 
the wage to the employer as the price of 
the job is prohibited. 

Erection of the lines is being made by 
utility companies on “force account” or by 
contractors, subject to the approval of REA. 
“Force account” is defined to mean em- 
ployment by the borrowing agency of per- 
sons working on the project and the con- 
struction of the project by the borrowing 
agency. The construction contract is be- 
tween the borrower and the construction 
company. In many cases it has been noted 
that actual construction could be accom- 
plished for much less than the amount rep- 
resented in the loan contract. 

The Northern Idaho Rural Electric Re- 
habilitation Association of Naples com- 
pleted a 40-mile project at a total cost of 
construction, including all materials, labor, 
and overhead, of $41,244.65, or $1,031 per 
mile of line having a customer density of 
6.2. The Southeastern Nebraska Public 
Power District awarded a construction con- 
tract, including meters and transformers, 
for 450 miles at $814.66 per mile of line 


_} See Nicholson, Vincent D., “The Rural Electrifica- 
tion Act of 1936,” 12 Fournal of Land & Public Utility 
Economics 317-318 (August, 1936). 


having a customer density of 2.5. The 
Florida Power Corporation has received 
approval of its plans for a third section of 
15.28 miles to serve about 45 customers at 
an estimated cost of $859 per mile, includ- 
ing meters, transformers, and services. How- 
ever, published information on actual con- 
struction costs has so far been too inade- 
quate to warrant even a limited comparison. 

The total cost of the project for which 
funds are loaned by the United States is 
defined by the Administration to include 
“all overhead facilities for transmitting and 
distributing electric energy along the high- 
ways, including transformers, customers’ 
meters and service lines from the highway 
to the customer, generally not over 150 
ft. Necessary engineering plans, legal and 
other overhead expenses as may be approved 
by REA are a part of the above cost, but 
promotional expenses are not included.” It 
is not always clear from the figures on actual 
construction costs what items of overhead, 
if any, are included, and whether or not 
meters and services are excluded. Table I 
shows the amount of loan, number of miles 
of proposed construction, and number of 
prospective customers by states. 

The loan contract represents the second 
stage of progress of a particular application. 
The first stage consists in the allotment of 
funds. Allotment is usually made after a 
preliminary inspection and examination have 
found the proposed project feasible. Data 
on allotments showing the amount of funds 
earmarked, number of miles of proposed 
construction, and number of prospective 
customers by states are summarized in 
Table II. The loan contract is negotiated 
when the project has met the final engineer- 
ing and legal tests set up by REA, and suc- 
cessful completion seems reasonably assured. 

REA funds are also available to finance 
wiring installations on lines built with REA 
funds or by private utilities. Two loans of 
this type, one to Pioneer Rural Electric 
Cooperative, Inc. (Ohio) in the amount of 
$30,000 and to Meeker Cooperative Light 
& Power Assn. (Minn.) in the amount of 
$25,000 have been or are being negotiated. 
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TasLe J. REA ALLoTMENTS APPROVED, AS OF 
OcToBER 20, 1936* 








State Amount Miles Cus- 
tomers 





$ 65,400 66 270 
115,000 80 292 
145,000 124 47° 


intended thus to reduce costs to the indi- 
vidual rural resident. Plans and specifica- 
tions are prepared in accordance with stand- 
ards and practices set up by REA and con- 
tracts awarded on the basis of competitive 
bidding. This is the same procedure as is 
followed for construction of rural distribu- 
tion lines by cooperatives. 


Maryland 


Michigan 
Minnesota 
Mississippi 


Pennsylvania 
South Dakota 
Tennessee 


cS ae See 


Virginia 


Washington 
Wisconsin 


700 , COCO 
140,000 


230,000 
48, 500 
441,000 
119,000 
198 ,000 


1,942,100 
197, 500 
65,000 
196, 800 
35,000 


400, 000 
381, coof 
70,600 
877,000 
523,000 


1,241,150 
569,000 
96 ,000 
440,000 
375,000 


210,000 

77,000 
345,000 
640,000 
330, 000 


13,000 
1, 360,000 


497 
139 
215 

60 
418 


104 
175 


2,010 
223 
60 
160 
jo 


365 
60 


859 


67 
322 


$40 
322 


13 


1,491 
427 


646 
241 
1,717 
445 
690 


7, 6738 
561 
241 


1,253 
150 


1,975 
1,027 

270 
2,923 
1,656 


2,799 
2,767 

265 
1,535 
1,140 


652 
320 
1,284 
1,800 
1,119 


61 


Taste II. REA Loan Contracts ExecuTep, 
AS OF OCTOBER, 20, 1936* 








State 


Amount 


Miles 





Kentucky 
Massachusetts 
Minnesota 
Mississippi 


Nebraska 
North Carolina 


Pennsylvania 
South Carolina 


Virginia............ 


Wisconsin 


$ 170,000 
164, 500 
966, 200f 

89,750 
1,201, 500 


2,244,926 
2,400, 100 
71,700 
255,000 
1,461,000 


81,000 
565,000 
1,441,000 
645,250 
2,790, 200f 


70, 000 
400 , O0O 
648 , 328 
504, 258 
488 , 000 


491, 800 
2,094,600 


164 


350 
531 
2,737 


5,500 





1,349 
8 


4,455 
7 298 


94,000 





$12,680,050 | 11,973 | 42,913 














* From REA bulletins and releases. 


t Includes $25,000 for farmstead wiring. 
t This figure is based on an estimated average of three cus- 


tomers per mile of line. 
§ Includes an estimate of three customers per mile of line 
for 355 miles. 


Money for this purpose is loaned to the 
cooperative to be repaid over a period of 
five years with interest at 3% per year on 
the unpaid balances. These funds are re- 
loaned to members of the cooperative under 
the terms of its contract with REA up to 
80% of the cost of farmstead wiring. The 
cooperative’s expenses are in turn met by 
another interest charge of 3% on the un- 
paid balance. The plan, by making wiring 
installations available on a group basis, is 


$19,244,112 | 18,237 | 63,777 














* From REA bulletins and releases. 

+ In the case of Crisp County Farmers Cooperative Associa- 
tion, allotment was for $60,000 and loan contract for $50,000. 
The balance of $10,000 is still available. 

t Includes $30,000 for farmstead wiring. 


The combined figures, as shown in Tables 
I and II which are compiled from REA 
releases, present the total of funds which 
have been earmarked or loaned for building 
rural lines. Only a very small proportion 
of the number of miles for which funds 
have been loaned have as yet been ener- 
gized. Approximately 5,400 miles of line 
are now under construction or energized. 
Although the REA was established in May, 
1935, an organization had first to be created, 
and not until November 4, 1935 were the 
first loan contracts signed. 
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Not capable of measurement, however, 
is the impetus which the release of federal 
funds for building of lines at low costs to 
public bodies and associations gave to pri- 
vate corporations, but the upswing in rural 
extensions by private utilities may have 
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been accelerated in part by the lively activity 
of an ambitious federal agency. 

P. Van DERAA 
Member, Rates and Research 
Division staff, Public Service 
Commission of Wisconsin 


City of Los Angeles versus Southern California Telephone 
Company 


California Railroad Commission in 

this case, which was decided April 

27, 1936, was that of the proper rate-making 
area. The City of Los Angeles, which 
originated the case by filing a complaint 
with the Commission, contended that the 
Los Angeles exchange was the proper unit, 
and the Company, that its entire operations 
should be considered. This issue was im- 
ortant because the Los Angeles exchange 

a relatively high earning power, and the 
outside exchanges as a group, low earnings. 
The Commission decided that the Los 


OO": of the major issues before the 


Angeles extended area, including the Los 
Angeles exchange and several suburban ex- 
changes with certain service-interchange 


privileges, was the smallest unit for which 
it was practicable to determine earnings, 
and was the proper rate-making area. How- 
ever, the Commission also held that con- 
sideration should be given to the “invest- 
ment structure of the entire company and 
other factors so that reasonable over-all 
earnings will prevail.” In its findings the 
Commission said: 


“Under the rates herein prescribed the utility will 
earn a return on the fair value of the Los Angeles 
extended area (including the Los Angeles exchange) 
which considered by itself is higher than a reasonable 
return, and will earn a return on its entire investment 
as high or higher than capital in the vicinity can obtain 
in omey investments comparable as to security and 
risk... 


The return allowed for the Los Angeles 
extended area was 6.8% and for the Com- 
pany as a whole, about 6%. 

In a concurring opinion Commissioner 
Carr stated that this consideration of the 
earnings of the Company as a whole did 
“not represent a matter of legal right of the 
utility but rather an equity in favor of the 
outside low earning exchanges.” 

The Commission was influenced in this 
decision by the Company’s history. Prior 
to 1930 the Company served only the Los 


Angeles exchange and two small exchanges 
created out of the original Los Angeles 
exchange area. Two rate increases and one 
rate decrease had been granted since 1917, 
considering only this area. In 1930 the 
Southern California Telephone Company 
acquired all properties of Pacific Telephone 
& Telegraph Company in Southern Califor- 
nia. This acquisition, which doubled the 
number of stations served, included most of 
the relatively unprofitable exchanges. 


In considering the question of property 
value the Commission discussed many 
factors. The basis for the final undepreciated 
value found was not disclosed, but it is 
probable that the following adjustments 
were made in considering reproduction cost: 


(1) Part or all of the increases in Western Electric 
prices on manufactured equipment in 1930 and sub- 
sequent years were probably disallowed; 


(2) Theoretical cost of cutting and replacing pave- 
ment not historically cut or replaced was apparently 
excluded; 

(3) Going concern value as an additive sum was not 
allowed. 


The disallowance of the price increases by 
Western Electric Company, primarily appli- 
cable to central office and station equipment 
which it manufactures, is in line with similar 
action by other commissions throughout the 
country. According to data in the order, 
these increases totaled to 3314% between 
January 1, 1930 and 1935, while in the case 
of materials where other suppliers were 
available, prices as of January 1, 1935 were 
considerably lower than at January I, 1930. 
This was true even though these latter 
materials were largely purchased through 
the Western Electric Company also. 

The Company’s estimate of reproduction 
cost, when adjusted as indicated above, 
was slightly less than the historical cost of 
the property. Therefore, unless the Com- 
mission’s adjustments are challenged, there 
is no issue in this case as to which of the two 
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measures of value is proper to use in a rate 
case. 

In regard to going value, the Commission 
found that a substantial item of value existed 
and stated that “in the findings to follow 
the fair value of the properties will include 
their value as a going and operating con- 
cern.” Previous to this statement the Com- 
mission noted with approval the latest ex- 
pressions of the Supreme Court “that so far 
as the cost of creating a going value is in 
the capital accounts or has been absorbed 
in the current cost of service it should 
not be allowed again as an additive sum in 
developing a property base.” 

Non-operating property and land held 
for future use were included in the rate- 
base by the Commission. It was evident to 
the Commission “that reasonable judgment 
was employed by the management and that 
it plans to make use of the properties in the 
future.”” These properties were of negligible 
amount. 

The Commission discussed the questions 
of including disconnected stations left in 
place and unused station installations and 
drop wires in the rate-base, but its decision 
on these points is not evident from the order. 
The writer’s inference was that these items 
were included in the value used as a rate- 
base. 

In its treatment of accrued depreciation 
and depreciation expense in this case the 
California Commission ably furthers the 
principle that these factors should be 
determined consistently. The Company 
claimed annual depreciation expense on the 
straight-line basis, but estimated accrued 
depreciation on the basis of operating con- 
dition and appearance. A composite annual 
rate of 4% was claimed for expense, and 
total accrued depreciation was estimated at 
only 7%, although average age of the prop- 
erty was in excess of seven years. Accrued 
depreciation calculated on the same basis 
as the claimed expense allowance was 22%. 
In the case of central office equipment, an- 
nual expense was computed by the Company 
at 4.8%, and existing depreciation at 4.0%. 

The Commission criticized the Company’s 
basis of estimating accrued depreciation as 
not recognizing functional causes of depre- 
ciation, which the Company’s witness had 
stated to be among the “most deadly in- 
fluences affecting the life of a telephone 
plant.” The deficiencies of the Company’s 
methods were effectively illustrated by com- 
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paring its valuation of motor vehicles to 
the market prices of such vehicles. Active 
market quotations were available only for 
this class of property. “The city presented 
a study of the Company’s claims regarding 
passenger vehicles, showing that the Com- 
pany’s reproduction cost new less observed 
depreciation was 40% higher than the full 
‘Blue Book’ sales prices and 94% higher 
than the wholesale prices shown.” 


The Commission based its final determina- 
tions on the sinking-fund method. The 
following quotation expresses its views in 
this matter: 


“Because of the long use of the sinking-fund method 
in this state with satisfactory results, and because it 
more closely approximates reality than does the 
straight-line theory, it will be employed here as a test 
of earnings for the purpose oF establishing rates, 
although it is clear that the same conclusions are 
reached by consideration of any of the three methods.” 


The similarity of final results reached 
under the various bases of determining de- 
preciation, provided they are consistently 
applied to determine both expense and 
accrued depreciation, is emphasized by the 
Commission throughout. On the basis of 
straight-line depreciation the rate of return 
earned by the entire Company in the last 
five months of 1934 (on an annual basis) 
was 6.26%. Using observed depreciation 
claimed by the Company, together with its 
retirement experience as a basis for the 
expense allowance, earnings were 6.42%. 
Using the sinking-fund method, rate of 
return was 6.29%. 


The straight-line method was condemned 
by the Commission as not being in accord 
with reality. “Under this basis the company 
has built up a reserve which at the end of 
1934 amounted to nearly three times its 
estimate of the depreciation existing in the 
property.” The Company’s witness is 
quoted as saying: “The lives of property do 
not follow that theory.” On the other hand, 
the sinking-fund method is praised because 
it “more closely approximates reality.” 

In spreading the rate reduction ordered 
to the different classes of service the Com- 
mission gave first consideration to charges 
for business service, particularly the mini- 
mum charges for individual business service. 
Both the City and the Company expressed 
opinions that reductions in the hand-set 
rate and in residence flat rates should be 
considered first. These opinions are in line 
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with the Bell system’s fundamental rate- 
making principle that business rates should 
be as high as possible, and residence rates 
as low as possible, always keeping in mind 
the desired rate of return. The Commis- 
sion’s conclusion that reductions in Los 
Angeles’ business rates were of first impor- 
tance was apparently influenced by a com- 
parison of rates in this City with those in 


the other larger cities of the country. This 
showed that charges for business service in 
Los Angeles, particularly for the small user, 
were above the average, while charges for 
residence service were below the average. 
Barciay J. SICKLER 


Chief Statistician, 
Public Service Com- 
mission of Wisconsin 


Public Utility Financing in the Third Quarter of 1936 


pee floated by public utility 


companies during the third quarter of 


1936 totaled $314,326,635. This sum 
represents a drop of nearly 70% from the 
preceding quarter and a decline of slightly 
over 40% from the third quarter of 1935. 
That this third-quarter lull, which is not 
abnormal, does not necessarily presage a 
sustained slump in the volume of public 
utility financing is evidenced by the fact 
that, as of October 1, 1936, registration state- 
ments involving issues aggregating nearly 
a quarter billion dollars were on file with 
the Securities and Exchange Commission. 
Those imminent flotations, of course, in- 
cluded the $175,000,000 American Telephone 
and Telegraph Company debentures which 
were publicly offered on October 15. 

Public utility financing in the third 
quarter consisted of 25 issues, of which 23 
were long-term debt obligations and two 
were preferred stocks. Short-term obliga- 
tions were entirely absent during the quarter. 
The 25 issues ranged in size from $472,635 
to $38,000,000, with an average of $12,- 
573,000 per issue and a median of $9,000,000. 
The average of $12,573,000 is materially 
below that of nearly $17,000,000 which pre- 
vailed both during the first half of 1936 
and the year 1935.1 During the period under 
review, 96.3% of the financing was for re- 
funding purposes, which compares with 
94.5% and 93.2% in the second and first 
quarters, respectively, of 1936. 

Long-Term Debt Financing. The 23 long- 
term debt issues totaled $309,854,000, 
98.6% of the total of all types. Four of 
these issues were sold privately and one 
issue bore serial maturities. The 18 remain- 
ing long-term debt issues are summarized 
in detail in Table I. 


1See “Public Utility Financing in 1935,” 12 Journal 
of Land & Public Utility Economics 91-94 (February, 
1936); “Public Utility Financing in the First Quarter 


Although the volume of financing fell 
during the third quarter, it can hardly be 
said that quality also declined. With the 
exception of three issues, all comparatively 
small, the securities floated during the 
quarter were those of companies engaged 
predominantly in the electric and/or gas 
industries. Furthermore, many of these 
companies have for a long period ranked 
well up the list in credit rating. In view 
of these facts and the current level of inter- 
est rates on high grade utility bonds it is 
not surprising that many of the yields on 
the offerings listed in Table I are only 
3.50% and less. In fact, none of the offer- 
ing yields exceeds 4.77% and only five ex- 
ceed 4%. 

The high average quality of the issues 
listed in the accompanying. table is readily 
shown by a comparison of the weighted 
average coupon-rate, yield, price, cost, etc., 
with the same measures of financing in the 
two preceding quarters of 1936. The com- 
parative weighted averages for the three 
quarters are: 








Ist 2nd 3rd 
Quarter | Quarter | Quarter 





Coupon rate 3.70%] 3.82%) 3.57% 
Offering price 101.09 |100.69 |102.13 
Offering yield 3.64 3.78 3-46 
Underwriters’ 
commissions 2.25 2.26 2.18 
Incidental expenses......} 0.58 0.91 0.84 
Net proceeds 98.26 | 97.52 | 99.11 
3.82 4.00 3.63 














It may be noted from these data that the 
average cost of 3.63% in the third quarter 
is almost identical with the average offering 
yield in the first quarter. Broadly speaking, 


of 1936,” 12 Ibid. 208-210 (May, 1936); and “Public 
Utility Financing in the Second Quarter of 1936,” 12 
Ibid. 320-323 (August, 1936). 
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financing in the third quarter reversed the 
trend toward more general financing which 
had appeared during the second quarter. 

Other Financing. The one serial issue, 
which was offered in July, consisted of $1,- 
500,000 Sioux City Gas & Electric Company 
Serial Debentures, Series A, maturing July 
I, 1937 to 1946, inclusive. The first five 
maturities carried a coupon rate of 3% and 
were offered at prices ranging downward by 
\% point from 1o1 for the one-year series to 
100 for the five-year series. The last five 
maturities carried a 5% coupon rate and an 
identical set of offering prices. The yields 
thus ranged from 2% to 5%, with an average 
of 3.79%. Underwriters’ commissions and 
incidental expenses averaged 2.00% and 
1.04% respectively, leaving average net pro- 
ceeds of 99.46% which cost 4.82%. 


TaB_e I. 
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The four privately placed issues aggre- 
gated $70,519,000, or well over twice as 
much as in the second quarter when such 
offerings appeared to be on the wane. These 
four issues were: (1) $5,500,000 Southern 
Indiana Gas & Electric Company first mort- 
gage 3.35% bonds placed at par in Septem- 

ber; (2) $10,350,000 Queens Borough Gas & 
Electric Company refunding mortgage 4’s 
sold at 104 in July to yield 3.75%; $16,- 
669,000 Long Island Lighting Company first 
refunding mortgage 4’s sold at 104% in 
July to yield 3.75%; and $38,000,000 Kansas 
City Power & Light Company first mort- 
gage 334’s placed in September at an un- 
revealed price. This last named issue was 
the largest one brought out during the third 
quarter. 

Stock issues accounted for only $4,472,635 


SUMMARY AND ANALYSIS oF Lonc-TERM Dest Issues OFFERED PUBLICLY 


(Exc usivE oF SertaL Maturities), THIRD QuARTER, 1936 








Company and Issue 


Principal 
Amount 
Maturity 


Date 


8 


(D) 


iS 


(A) 


Month of 
Offering 


~~ 


Offering 
Price* 
Offering 
Yield 
Underwriters’ 
Commissions*} 
Proceeds to 
Company* 
Estimated 
Incidental 
Expenses* 
Proceeds* 
Cost to 
Companyt 


3 

i 

3 
Net 

a 





Cincinnati Gas & Elec. Co. 
First Mtge 
one Elec. Co. 
First Mtge., Series A 
New York Edison Co., Inc. 
First Lien & Ref., Series E 
Louisville Gas & Elec. Co. 
First & Ref. M 
Detroit Edison Co. 
Gen. & Ref. Mtge., Series G 
Gulf States Utilities Co. 
First Mtge. & Ref., Series C 
oo Water Co. 


Wis ich: Shower Co. 
First Mtge 
Askeame- Louisiana Gas Co. 


Gas & Elec. Co. 


8-1-66 
7-1-66 
4-1-66 
9-1-66 
9-1-66 
10- 1-66 
7-1-66 
7-15-61 
7-I-st 
7-1-66 


First Mtge. 
Sioux Cit 
First Mtge. 
Beamer Hydro.-Elec. Co. 
t Mtge 7-1-66 
Cent. Ve. Pub. Serv. Corp. 
First Mtge., Series B__-_-_- 
W. Va. Water Service Co. 
First Mtge 
Gulf States Utilities Co. 
10-Year Debentures 
Commonwealth Tel. Co. 
First Mtge., Series A 
Alabama Gas Co. 
First Mtge 
Cope = District Power Co. 
Mtge., Series A 
Pub. Serv. Co. of N. Hamp. 
First Mt tge., Series 
Weighted Averages 
Totals§ 


8-1-66 
4-1-61 
10-1-46 
9-1-66 
8-1-51 
6-1-56 
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102.13 
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* Expressed in percent of principal amount as shown in Column (C). 
t+ Computed on a = basis using net proceeds per column (K). 


¢ Pro-rata share of to 


expenses on two issues offered by the same prospectus. Proration made on basis of principal amounts. 


§ Totals, which represent summation of actual amounts for individual issues, are: Principal Amount, 2 , $237,835,000; Offering Price, 


026; Net Proceeds, $235,727,109. 


$242,901, »195; Underwriters’ Commissions, $5,183,060; Proceeds to Company, $237,718,135; Estima’ 


Incidental Expenses $1,991,- 
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of the financing during the period under 
review. The two issues which made up this 
total were: (1) 4,860 shares of Public Service 
Company of New Hampshire $5 no-par 
preferred stock offered at 9744 in August 
to yield 5.14%, and (2) $4,000,000 (40,000 
shares of $100 par value each) of Rochester 
Gas & Electric Corporation 5% preferred 
stock offered at 102 in September to yield 
4.90%. 
Index Numbers of Volume 


The index numbers? of volume of public 


2For a description of the index and back figures 
through 1919 see “The Volume of Public Utility Fi- 
nancing, 1919-1935,” 11 YFournal of Land & Public 
Utility Economics 352-356 (November, 1935) and refer- 
ences cited in footnote 1, supra. 


utility financing for the third quarter of 
1936 are as follows: 











Total New | Refunding 
Period* Capital Capital | Capital 
1 See 91.35 7.61 452.90 
August...........} 26.51 1.16 135.96 
September....... 73.81 nil 392.52 
jrd Quarter...... 63.89 2.92 327.13 














* The bases for these index numbers are as follows: monthly 
average, 1926, equals roo for the monthly series; quarterly 
average, 1926, equals roo for the quarterly series; and the 
year’s total for 1926 equals 100 for the annual series. 


E. D. OstRANDER 
Assistant Supervisor, Rates and 
Research Section, Illinois Commerce 
Commission 


The Geneseo Case and Public Utility Regulation in II]linois 


in Illinois by a state commission with 

comprehensive powers over super- 
vision of privately owned utilities began 22 
years ago with the creation of the State 
Public Utilities Commission.! The present 
Public Utilities Act repealed the original 
act, organized the Illinois Commerce Com- 
mission to supersede the State Public 
Utilities Commission, and substantially re- 
enacted the original act, although by suc- 
cessive amendment, principally within the 
past five years, the powers of the Commis- 
sion to deal with the newer complex problems 
of regulation have been enlarged.” 

At the same session of the General As- 
sembly during which the original Public 
Utilities Act was enacted, cities under the 
Municipal Ownership Act were authorized 
to acquire, own, operate, and regulate their 
own public utilities which were specifically 
excepted by Section 10 of the Public Util- 
ities Act.? 


11.1913, p. 459, approved June 30, 1913, in force 
January 1, 1914. 

21.1921, p. 702, approved June 29, 1921, in force 
July 1, 1921. 

3L.1913, p. 455, approved June 26, 1913, in force 
July 1, 1913. The title was amended in 1921 to include 
villages and incorporated towns (L.1921, p. 702). 

4 Chicago Mun. Gas Light Co. v. Town of Lake, 130 
Ill. 42 (1889); City of Quincy v. Bull et al., 106 Ill. 337 
(1883). See also dissenting opinion of Justice Stone in 
Chicago Motor Coach Co. v. City of Chicago, 337 Ill. 
200, 21§ (1929). 


M ‘tine regulation of public utilities 


Prior to enactment of the Public Utilities 
Act, cities had the power or right to permit 
or to deny use of their streets to public 
utilities, and to regulate through the fran- 
chise device the business of the public 
utilities operating within city limits and not 
under state regulation where the utilities 
made special use of the streets and public 
ways. 

Whatever control the cities exercised prior 
to the Act over rates and services of pri- 
vately owned public utilities operating with- 
in the cities has been definitely and con- 
sistently held by the Illinois Supreme Court 
to have been withdrawn in favor of the plen- 
ary control vested in the state commission.® 
By enactment of the Public Utilities Act, 
rates fixed by municipal ordinance may be 
altered by the state commission in the pub- 
lic interest,® as well as standards of service? 
for the operation of privately owned public 
utilities within cities. 

Whether the power still remained in the 
cities of this State to force privately owned 


5 City of Chicago v. O'Connell, 278 Ill. 591 (1917); 
Hite v. C. I. & W. R. R. Co., 284 Ill. 297 (1918); Public 
Utilities Com. v. Quincy, 290 Ill. 360 (1919); Village of 
Atwood o. C. C. I. & W. R. R. Co., 316 Ill. 425 (1925); 
Northern Trust Co. v. Chicago Railways Co., 318 Ill. 
402 (1925); Commerce Com. v. Omphghent Township, 
326 Ill. 65 (1927); C. N. S. &@ M.R. R. Co. 0. Chicago, 
331 Ill. 360 (1928); Chicago Motor Coach Co. v. City of 
Chicago, 337 Ill. 200 (1929). 

6 Public Utilities Com. v. Quincy, supra, n. 5. 

7 City of Chicago v. O’Connell, supra, n. 5. 
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utility companies to discontinue the furnish- 
ing of public service within the city by re- 
fusing to continue in effect the franchise 
consent under which the facilities for render- 
ing public service were constructed and 
maintained in the city streets and public 
places remained undetermined until the very 
recent decision of the Illinois Supreme Court 
in City of Geneseo v. Illinois Northern 
Utilities Co.8 The decision culminated a 
very spirited controversy between the City 
of Geneseo, Illinois and the Illinois North- 
ern Utilities Company, which Company had 
for some 25 years owned and operated an 
electric generating and distribution system, 
furnishing electric servicé in the north- 
western part of Illinois. Service was being 
furnished within the City by the Company 
as part of the company-wide system, the 
poles, wires, and equipment of the utility 
having been placed in the streets of the City 
by municipal consent. Since enactment of 
the original Public Utilities Act the Com- 
pany has been under the supervision and 
regulation of the state commission. 

In 1923 the Company was granted a 
franchise from the City to continue to furnish 
electric service within the City, which fran- 
chise expired by limitation on July 12, 1933. 
The City refused to renew the franchise, 
having availed itself of the provision of the 
Municipal Ownership Act under which the 
construction and operation of its own elec- 
tric plant were proceeding, and ordered the 
Company to remove its poles, wires, and 
equipment from the streets and other public 
places. The Company refused to do so but 
instead sought, pac the Illinois Com- 
merce Commission, authority to put into 
effect a temporary rate in Geneseo to meet 
the competition of the municipal plant. 

The Commission permitted the Company 
to file a temporary competitive rate on the 
theory that, so long as the Company con- 
tinued to render service within the City, it 
was subject to the jurisdiction of the Com- 
mission. The City in the meantime had 
filed a complaint in the Circuit Court of 
Henry County, Illinois against the Company 
for a mandatory injunction directing the 
Company to remove its poles, wires, and 
equipment from the streets and public 


8363 Ill. 89; opinion filed Feb. 14, 1936; rehearing 
denied April 24, 1936. 

9 In the matter of the Illinois Northern Utilities Co., 
Com. Docket No. 22736, March 30, 1934. 
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places. The answer of the Company denying 
the power of the City to maintain the suit 
was stricken by the lower court and the 
mandatory injunction granted. On appeal 
to the Illinois Supreme Court by the Com- 
pany, the decree of the circuit court striking 
the Company’s answer was reversed. 

The supreme court held in a five-to-two 
decision that the City was without power to 
bring the injunction suit to oust the Com- 
pany operating under regulation of the 
Illinois Commerce Commission from main- 
taining its equipment within the City, even 
though it had no franchise from the City. 
The court points out that the basic prin- 
ciple has been established in this State that 
the Public Utilities Act has withdrawn from 
cities and vested in the Illinois Commerce 
Commission the powers which cities had 
previously exercised in relation to use of the 
streets and public places within the cities by 
privately owned public utilities. The power 
to determine whether such utilities shall 
conduct their utility business in a city rests 
with the Commission. To permit a city to 
exercise control over the instrumentalities 
of a public utility occupying city streets 
would give to the city in that respect con- 
current jurisdiction with the Commission 
over a public utility, a result not contem- 
plated by the Public Utilities Act. 

The dissenting opinion of Chief Justice 
Stone, concurred in by Justice Farthing, is 
based upon the construction of Section 81 
of Article VI of the Public Utilities Act, 
under which article certain home rule powers 
are conferred upon cities over rates and 
services of a privately owned public utility 
serving within the cities, providing such 
powers are approved by a majority of the 
legal voters of the cities voting at an election 
held for that purpose. 

In the Chicago Motor Coach case the 
supreme court held that a city does not have 
the power to prohibit operation on its streets 
of motor busses as common carriers of pas- 
sengers by a public utility which has ob- 
tained a certificate of public convenience 
and necessity from the Illinois Commerce 
Commission. The clear implication from the 
decision is that local control over privately 
owned public utilities operating within 
cities has been completely withdrawn.!° 

10 Except in the case of a street railroad, see Article 
11, Section 4, Illinois Constitution of 1870; and local 
transportation companies in the City of Chicago, see 
Chicago Local Transportation Act, L. 1935, p. 283. 
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Somaeinennine state-wide regulation of 
privately owned public utilities in Illinois 
has proved itself effective, intelligent, equit- 
able, and free from local prejudice. With the 
growth of privately owned public utilities 
beyond city limits into large, state-wide 
systems, and the complex problems con- 
nected with present-day regulation, the State 
has been deemed by legislative policy and 
judicial construction to be the logical unit 
to provide genuine and sound utility regula- 
tion in the public interest, with adequate 
protection afforded to the cities to complain 
and be heard with respect to their local 
concerns before the State body." 

To cities which do not wish to resort en- 
tirely to the protection of the Commission 
and desire to retain a degree of control over 
privately owned utilities, there is still open 
under existing laws the adoption of the home 
rule powers of Article VI of the Public 
Utilities Act. Under Section 81 of this 


article the city, with respect to public 
utilities under its jurisdiction, is granted all 


1 Public Utilities Act, § 64. 
12 Springfield Gas Co. v. City of Springfield, 292 Ill. 
236 (1920). 
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powers and is expected to perform all duties 
imposed by the Public Utilities Act upon the 
Commission except as to the jurisdiction 
specifically retained by the Commission re- 
lating to uniform system of accounts to be 
kept and reports to be furnished by utility 
companies, supervision over issuance of se- 
curities, capitalization, intercorporate rela- 
tions, the granting and transfer of operating 
rights, interstate rates, and certain powers 
relating to railroads and warehouses. Under 
Section 83 of the Act the assistance of the 
Commission may be made available to any 
city in working out its public utility problems 
upon formal application. Section 84 pro- 
vides for review of city action by the Com- 
mission upon application of the public 
utility. 

Any city in this State desiring full control 
over public utility rates and services entirely 
free from jurisdiction of the Commission may 
still go into the utility business with a free 
rein under the Municipal Ownership Act, 
subject only to judicial check.” 

EucEneE L. Conn 
Assistant Attorney, 
Illinois Commerce Commission. 
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Urban Land 


Reat Estate Statistics FoR ALLEGHENY 
County, PENNSYLVANIA. Pittsburgh: 
Bureau of Business Research, University 
of Pittsburgh, 1936. pp. ix, 150. $2.00. 
Real estate and housing interests in Pitts- 

burgh were quick to take advantage of the 

help and money offered by work-relief proj- 
ects instigated by the Federal Government 
in 1934. Several valuable and comprehen- 
sive studies have been undertaken which 
have been supervised and published by the 

Bureau of Business Research of the Univer- 

sity of Pittsburgh with the assistance of 

The Buhl Foundation. Real Estate Statistics 

for Allegheny County, Pennsylvania repre- 

sents a basic part of an extensively planned 
program. 

Data are given on building lots, volun- 
tary conveyances, mortgages, foreclosures, 
residential building permits, and demolli- 
tion permits. (An interesting addition 
would have been information on utilization 
of vacant lots after demolition of old struc- 
tures.) The value of the tables, however, 
lies in the elaborate breakdown of these 
large groups which gives information never 
et available. For example, the number 
of mortgages are reported according to kinds 
of property, type of mortgagor and mort- 
gagee, length of term, and amount. The 
amount of mortgages recorded is then classi- 
fied according to kind of property and type 
of mortgagee. Figures on voluntary con- 
veyances are also given according to several 
groupings. For the first time authentic 
figures are available on shifts in ownership, 
types of agencies lending money on real 
estate, and other pertinent questions. 

The publication of data of this sort, 
while interesting and valuable at the time 
of presentation, soon becomes out of date 
and useless except for historical purposes. 
This study, however, has been planned with 
the definite intention of adding to it current 
data as fast as they are collected for com- 
parative purposes. It should be an invalu- 
able textbook for all agencies interested in 
real property in Allegheny County, as well 
as for state, federal, and other agencies 
closely concerned with the rate of land 


development, the extent of financial activity 
in real estate, and the amount of distress 
among real property owners. It should 
also serve as a guide book for other commu- 
nities interested in collecting data on real 
property. Carrie Maup™ Jones 
Librarian, National Associa- 

tion of Real Estate Boards. 
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Dawson, C. A. Group SETTLEMENT: ETHNIC 
Communities IN WEsTERN CANADA. 
Toronto: Macmillan Co., 1936. pp. xx, 
395+ $4.50. 

This is the seventh of a series of nine 
volumes under the general title, “Canadian 
Frontiers of Settlement,” issued by the 
Canadian Pioneer Problems Committee and 
summarizing the results of their investiga- 
tion of the pioneering processes in western 
Canada. This volume deals with group 
settlement on the frontier as opposed to 
individualistic settlement and attempts to 
analyze the progress made by typical groups 
such as the Doukhobors, the Mennonites, 
the Mormons, the German Catholics, and 
the French-Canadians. Dr. Dawson’s inter- 
ests are primarily sociological and he follows 
rather closely Professor R. E. Park’s theories 
of the natural history of the sects. The 
volume is well written and contains much 
information which should be of value not 
only to the sociologist but to the general 
reader. 

Group settlement, the author says, has 
been much in evidence in the prairie region 
and he attempts to show that the group 
method as contrasted with individual settle- 
ment makes for “greater residential stabil- 
ity.” Stability of residence appears to be 
related to productive efficiency in group ac- 
tivities. Stability was especially useful be- 
cause the abilities of the permanent settlers 
apparently were known and utilized by the 
group. The general conclusion based on “‘the 
types of towns, public buildings and roads, 
extent of land holdings, kind of farm build- 
ings, agricultural methods, and agricultural 
products” is that “these colonies have been 
more than ordinarily successful.” The excep- 
tions noted were the “chronic fringes” 
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where soil and climatic conditions were un- 
favorable. 

The five types of communities chosen 
range from the communistic Doukhobors 
to the individualistic French-Canadians 
whose “group” was simply that of nation- 
ality, language, and religious segregation. 
The author attempts to show that the greater 
the homogeneity and the more effective the 
group control the greater the likelihood of 
economic success, but the volume fails to 
indicate some of the important economic 
factors operating in the early development of 
these groups which contributed in a large 
measure to the economic success of the indi- 
vidual and the group. For example, the 
Mennonite families were able to obtain 
credit within their group at rates of interest 
as low as 3 or 34%% while the individual 
outsider was being charged 8 and Io or 
even 20% by the commercial credit insti- 
tutions. 

No mention is made in the volume of the 
Huterian Brethren, a religious communistic 
group which has, up to the present, resisted 
the “invasion” which the author finds in 
other groups and there is no mention of the 
“Little Ukraines” or “Little Russias” which 


have been established and still persist in 
many sections of the Prairie Provinces. 
The student of land economics will be 
interested in reading of the special privileges 
extended by the Canadian Government to 
such special groups as the Doukhobors, the 


Mennonites, and the Mormons. Land 
grants were made in blocks to those groups 
instead of to individuals and heads of fami- 
lies as was the custom in the Canadian land 
settlement policy. Present-day advocates 
of group and “bloc” settlement will find in 
this volume much suggestive material of 
practical value. R. W. Murcuie 
Professor of Sociology, 
University of Minnesota 

Public Utilities 
Bussing, Irvin. Pusiic Utiniry Recuta- 

TION AND THE So-CALLED SLIDING SCALE. 

New York: Columbia University Press, 

1936. pp.174. $2.75. 

Public utility regulation is based on the 
need to protect consumers from the abuse 
of natural monopolies in the supply of cer- 
tain everyday commodities and services. 
But the problem is not simply one of check- 
ing monopoly exploitations and discrimina- 
tions; there is the secondary issue of pro- 
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moting efficient management, such as the 
operation of free competition is supposed to 
insure under conditions of private enter- 
prise. Dr. Bussing is concerned with this 
positive aspect of regulation, and presents a 
critical survey of methods employed for its 
accomplishment in this continent and Great 
Britain. 

Since the sliding scale has been used in 
regulating the British gas industry for 60 
years, the author commences by reviewing 
Its operation there. The treatment suffers 
from the remoteness of the original. In the 
account of the statutory background of 
British regulation, there are several omis- 
sions and some inaccuracies in the secondary 
sources used. Dr. Bussing does not mention 
the Gas Regulation Act, 1920, and the im- 
portant changes it made in the machinery 
of the sliding scale, and he does not point 
out the significance of the elaborate provis- 
ions in the basic system which he illustrates 
in weighting the scheme for the benefit of 
the small consumer. His comparison of 
prices charged by max:imum-price and slid- 
ing-scale companies (pp. 32-3) seems un- 
guarded, in view of the qualifications with 
which such results must be surrounded. 

The sliding scale in the British electric 
power industry is more thoroughly surveyed. 
The writer shows how in many instances 
sheer stress of competition from potential 
substitutes has prevented the payment of 
dividends authorized under the sliding scale 
in the case of many power companies. He 
seems to conclude that the problem of pro- 
viding an incentive to efficient management 
is therefore not actual, and the sliding scale 
could well be abandoned in favor of the old 
maximum price-and-dividend system, which 
did have the merit of simplicity. 

Chapter IV, on the sliding scale in Toronto, 
is a mistake. The Toronto method of con- 
trol as expounded by Dr. Bussing is in no 
sense a sliding-scale system. 

The experiment with the sliding scale in 
Boston is adequately surveyed, though the 
writer should have noted the example here 
of the danger that, in striving to reduce 
current rates in order to secure authoriza- 
tion for higher dividends, a company under 
the sliding scale might fail to maintain its 
capital intact. 

Dr. Bussing is happiest on the sliding 
scale in Washington, D. C. He reviews the 
development of public utility control in the 
District of Columbia, and the slow gestation 
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of the Washington Plan. He studies its 
operation in the last 12 years, and squarely 
puts the question, how far has the Plan been 
responsible for the fall in electric rates in the 
District which has occurred during the per- 
iod of its operation. Here he disappoints. 
Dr. Bussing marshals an impressive array of 
facts to show how the development of 
Washington, D. C. as a market for electric 
power may have differed from that of the 
typical American city, but he makes little 
attempt to determine how far these ex- 
ternal conditions have brought down elec- 
tric rates in the District. The reader is left 
uncertain whether the famous Plan has in- 
fluenced electric rates one jot or tittle. 
The present writer woul entirely agree 
with Dr. Bussing on the point he makes in 
Chapter X, that in any effective slide system 
the cost changes dependent on quality of 
management must be differentiated from 
cost changes external to management; but 
improvements in technology and changes in 
the load factor are not necessarily external 
factors. In specific cases they might largely 
result from high managerial efficiency within 
the particular company, and therefore be 
grounds for increased dividends. It is pre- 
cisely this complexity which makes any 
sliding-scale scheme quasi-automatic only in 
a very limited sense. Skilled administrative 
control in regulation remains a necessity. 
Dr. Bussing sub-titles the book, “‘a study 
of the sliding scale as a means of encourag- 
ing . . . efficiency in management.” In his 
general conclusion he seems to sidetrack 
the central issue. One is left wondering 
whether he thinks that offering a reward 
really does deliver the goods, and finds small 
satisfaction in his mild approval of the 
sliding scale as a means for the ‘“‘automatic 
adjustment of otherwise controversial is- 
sues.” Puitip CHANTLER. 
Commonwealth Fellow from 
Manchester University at 
Harvard University, 1934-6. 


Public Finance 


Conriictinc Taxation. Chicago: American 
Legislators’ Association and Council of 
State Governments, 1935. pp. 202. 

As a part of its program of promoting 
inter-governmental harmony the Interstate 
Assembly appointed the Interstate Com- 
mission on Conflicting Taxation to study 
the tax aspect of inter-governmental dis- 
cord. The findings of this Commission have 
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recently been published in the form of an 
elaborate progress report. The Commis- 
sion has defined conflicting taxation as: 

1. Discriminatory double taxation. 

2. Lack of uniformity in the administrative tech- 
niques of states utilizing the same tax base. 

3. Conflicts arising from attempts to localize sources 
of wealth and income within state lines and the result- 
ant tax exemption accruing to interstate transactions, 

4. Lack of perception on the part of concomitant 
jurisdictions that their cumulative levies against any 
particular tax base may result in such a high tax as 
to encourage evasion and diminish yields. 

5. The excessive cost of maintaining a system of 
duplicate authorities for the administration of any 
particular tax. 

These conditions have arisen largely as a 
result of the policy of fiscal individualism 
upon which the several governments of the 
United States have embarked. This sep- 
aratist policy has been marked by a lack 
of correlation between the financial respon- 
sibilities of the different layers of govern- 
ment and the adequacy of available revenue 
sources. This suggests a long-range pro- 
gram of fundamental reorganization of 
governmental functions and revenue sources 
in order to eliminate the underlying cause 
of a major portion of present tax conflicts. 

The progress report discusses four major 
remedies for this situation, viz.: centraliza- 
tion, adoption of a system of federal credits 
where federal and state governments use 
the same tax base, segregation of revenue 
sources, and intergovernmental comity. 
Nearly all these remedies are discernible 
in the specific recommendations made in 
the report. 

The report contains considerable statis- 
tical analysis of the fiscal effects of over- 
lapping and of the proposed remedies for 
this situation. Indeed somewhat greater 
emphasis is given to this than to the admin- 
istrative and regulative aspects of the prob- 
lems of conflicts. Although rather inten- 
sive treatment is accorded the taxation of 
income and inheritances, in general the re- 
port is an extensive survey of the whole 
problem. It has, however, made substantial 
progress in clearing the atmosphere of 
sources of irrelevant conflicts and in setting 
the problem in a fiscal perspective. It 
pal i a firm footing for supplementary 
research along such lines as it suggests, 
viz.: limited separation of revenue sources, 
principles of revenue balance, and govern- 
mental integration. Wizz0r K. Bus 
Research Assistant, 

Illinois Tax Commission. 
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